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NUMBER AND MEMBERSHIP OF PENSION PLANS 

Table 1 provides the number and membership of plans by size within 
each sub-sector. These data are as of January 1, 1978 or the latest 
date as provided by the plan sponsor or Statistics Canada. 

Table 1 shows that: 


1. Six plans out of 127 with more than 10,000 members each account 
for 86.5 per cent of the total membership. These are: 


Members 
Teachers' Superannuation Fund (TSF) 114,563 
Ontario Municipal Employees Retirement System (OMERS) 106,731 
Public Service Superannuation Fund (PSSF) hs IM 
Hospitals of Ontario Pension Plan (HOOPP) 63,645 
Ontario Hydro Pension Plan (Hydro) 20,478 
Colleges of Applied Arts and Technology (CAAT) LA i200 


2. Twenty-two other plans with between 1,000 and 10,000 members 
each account for another 10.7 per cent of all members. 


3. The remaining 99 plans account for no more than 2.7 per cent of 
the members. 


Out of 127 plans, 46 plans with 14,000 members are closed to new 
members. Most of these closed plans are in the municipal sector where 
the new employees are required to join OMERS. 
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SUMMARY OF MAJOR PLAN PROVISIONS 


The following pages provide summary descriptions of the major 
plans in each sub-sector. A brief description of other plans in each 


sub-sector is also included. 


As can be seen in this section, major plans in the Ontario public 
sector have pension benefits based on average of highest earnings years. 
Except for the McMaster University Non-contributory Plan (hourly staff) 
all plans require the employees to contribute. 
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AGE, SEX, AND SERVICE PROFILE OF ONTARIO PUBLIC SECTOR PENSION PLAN 
MEMBERSHIP 


Table 3 gives the age, sex, and pension service distribution of 
members of all Ontario public sector pension plans. 


Pables Sul" o.2a, 6.20, 3.3, 3-4 ya.38 fay. 3 4Dm 3.5, 3 Oa andmomol 
provide the age, sex, and pensionable service breakdown for the pension 
plans membership in the provincial government and agencies, municipal 
(open), municipal (closed), health, education (all plans), Teachers' 
Superannuation Fund and Colleges of Applied Arts and Technology, Ryerson 
Polytechnical Institute, universities, provincial utilities, Legislative 
Assembly, and Caucus Employees Plan respectively. These tables include 
part-time membership separately where information was available. "No 
breakdown" category was added to some of the tables in order that the 
total of each sub-sector matches the aggregate membership in each 
sub-sector. 


Tables 3A, 3B, 3C, 3D, 3E, and 3F give the percentage distribution 
by length of pensionable service for each age and sex group separately 
for provincial government and agencies, municipal (open), municipal 
(closed), health, education, and provincial utilities respectively. 
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Table 3A 
Ontario Public Sector Pension Plans, Percentage Distribution of Active Membership, Provincial Government Sub-sector, by Age and 


Length of Service, December 1977 
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Percentage Distribution of Active Membership, Education Sub-sector, by Age and Length of 
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Percentage Distribution of Active Membership, Provincial Utilities Sub-sector, by Age and 


Ontario Public Sector Pension Plans, 
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GROWTH OF PENSION PLAN MEMBERSHIP IN THE ONTARIO PUBLIC SECTOR 


Tables 4.1 to 4.5 show the growth in pension plan membership since 
1960 in each sub-sector based on the plans which provided such data. 
The annual percentage change in membership is also given where possible. 


It can be seen from these tables that the growth rate in plan 
membership has declined since the early seventies. The high growth rate 
of some plans like the Ontario Municipal Retirement System and the 
Hospitals of Ontario Pension Plan in the late sixties reflect their 
absorption of many small plans in their respective fields. 
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Table 4.1 
Ontario Public Sector Pension Plans, Active Membership Growth, 
Provincial Government Sub-sector, 1960-1977 


Year to year Sub-sector Year to year 

PSSF percentage change total (a) percentage change 
1977 16,712 2e2 79,476(b) 2.4 
1976 75,065 - 4 dl yO2S tS 
1975 Psy Al fA AD 77,849 LA 
1974 74,540 205 76,770 2.6 
1973 72,748 3.4 74,823 3.4 
1972 10,379 2.4 12qo9 25 
1971 68,735 9.3 70,563 Se 
1970 62,888 S47 64,538 Bee 
1965 41,432 Wate 42,904 VSG) 
1960 28,413 29,768 


a Includes PSSF, WCB, Ontario Milk Marketing Board, Ontario Stock 
Yards Board, Ontario Educational Communications Authority, and the 
Royal Ontario Museum. 

b Figure does not correspond to that in Table 1, because a different 
date was used. 
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Table 4.3 


Ontario Public Sector Pension Plans, Active Membership Growth, Health 
Sub-sector, 1960-1977 


Year to year Sub-sector Year to year 
aa: HOOPP percentage change total (a) percentage change 
177 63,000 (E) 5.6 67,271 (b) 5.5 
1976 59,680 11.6 63,794 IOS 
2975 53,474 5.1 57,114 oes) 
1974 50,872 3.6 54,256 3.0 
73 49,098 3.6 52,505 (E) 3.6 
ii2 47,409 11.0 50,681 AN Wey 
1971 42,694 10.0 45 ,588 (E) 

1970 38,819 11.0 
1965 23,942 16.9 
1960 10,988 


a HOOPP, Kingston General Hospital, The Hospital for Sick Children, 
Toronto Western Hospital, and Ontario Cancer Institute. 

b Estimate. Also, figure does not correspond to that in Table 1 
because a different date was used. 
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Table 4.5 
Ontario Public Sector Pension Plans, Active Membership Growth, 
Provincial Utilities Sub-sector, 1960-1977 


Year to year Sub-sector Year to year 


ia LF 
Hydro percentage Change total(a) percentage change 


LOTT ALS ps pes. 150 21,285 1.0 
1976 LD y 355 6.8 21,084 6.2 
1975 18,126 3.8 tI, O50 2.8 
1974 17,461 1.6 19,308 2.1 
L973 17,187 i) Jey ie: ad 
1972 17,032 8.4 18,794 8.2 
Ne JA 1s; 722 Jaf As h/s: 

1970 

1965 

1960 


a Ontario Hydro and Ontario Northland Transportation Commission. 
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VESTING 


Vesting refers to the entitlement of a member upon termination of 
his or her employment to a pension based on the plan formula in cases of 
a defined benefit plan. In cases of money-purchase plans, vesting 
refers to a member's entitlement to the employer's contribution on his 
or her behalf. 


Table 5 classifies the pension plans according to their vesting 
conditions and shows the number of active members in each plan as of 
January 1, 1978 or the latest date for which the data are available. 
Because Of lack of precise data on length of service and/or age of 
membership of many plans, it has not been possible to obtain a reliable 
estimate of vested members. Moreover because the length of service re- 
quired for vesting varies from one day to 20 years, it is not considered 
meaningful to lump together vested members meeting different minimum 
vesting conditions. 
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Table 5 
Ontario Public Sector Pension Plan Coverage, by Vesting Provisions(a) 


Active 
Immediate vesting membership 
Ontario Municipal Employees Retirement System 106, Jo. 
Queen's University 1,863 
Trent University 438 
York University 1977 
Wilfrid Laurier University 397 
Laurentian University 376 
McMaster University - contributory 1,938 
Carleton University 120s 
University of Windsor - faculty 660 
= Gleshee 564 
University of Waterloo 2,008 
Lakehead University - faculty 291 
Brock University 455 
Huron College 55) 
University of Western Ontario - academic 1,883 
- administration Thi I7/ 
l-year vesting 
Hydro Pension Plan 20,478 
3-year, vesting 
The Ontario Cancer Institute 324 
o-year vesting 
Ontario Educational Communications Authority 330 
The Hospital for Sick Children 2,402 
Algoma University College 35 
8-year vesting 
Corporation of St. John's School - Elora 4 
10-year vesting 
Public Service Superannuation Fund (eye, 
Workmen's Compensation Board 2,264 
City of Ottawa Tos 
Ottawa-Carleton Regional Transit Commission 1,468 
Hospitals of Ontario Pension Plan 63,645 
Kitchener-Waterloo Hospital 1,058 
Toronto Western Hospital 1,252 
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Table 5 (concluded) 
Ontario Public Sector Pension Plan Coverage, by Vesting Provisions(a) 


Active 
10-year vesting (continued) membership 
Kingston General Hospital 9 
Ryerson Polytechnical Institute 934 
Ontario Institute for Studies in Education 435 
University of Guelph Retirement Plan 749 

- faculty 944 
- staff 293 
Teachers’ Superannuation Fund 114,563 
Colleges of Applied Arts and Technology Liab PA0) 
University of Toronto - ancillary staff plan 86 
Ontario Northland Transportation Commission PO ce 
[5-year vesting 
Metroplitan Toronto Police agk85 
20 years' service or age 45 with 10 years 
Ontario Stock Yards Board 63 
5 years' service and age 40 
University of Ottawa L742 
Ontario Pension Benefits Act 
Requirements - 10 years' service and age 45 
Metropolitan Toronto Employees Siete: 
City of Toronto - civic employees ay ib 8s 
City of Toronto - firemen 1,002 
Borough of York Board of Education 427 
Nipissing University College 28 
Toronto Transit Commission 8,048 
University of Toronto 5,452 
Gradual vesting (range specified) 
Metropolitan Toronto Association for the Mentally Retarded 
(1 year 10 per cent - 10 years 100 per cent) Abdeg) 
London Transit Authority (5 years 50 per cent 
- 10 years 100 per cent) 339 
Lakehead University Staff (immediate 50 per cent 
- 10 years 100 per cent) 220 
McMaster University - non-contributory (10 years 50 per cent 
15 years 100 per cent) VAT; 


a Information on the plans not listed above is not available. Smaller 
plans were not examined closely for the above purpose. 
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PENSION RECIPIENTS 
Pension recipients or pensioners fall into three categories: 
I. retirees (whether or not retired from public service), 
2s Survivors, and 
3. disabled members. 


Table 6 provides the distribution by age, sex, and year of retire- 
ment of pensioners from all the plans in the Ontario public sector. 


Tacless6. 1F"6.7a,46.26,..6.3, 40.40, 6-4" 6.5, and 6.6 give this 
distribution for pensioners in each sub-sector in the Ontario public 
SeECtor. 


It was not possible to separate the pensioner data by retirees, 


Survivors, and disabled members because the plan sponsors were unable to 
provide or specify the figures for each category. 
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Table 6.5 
Ontario Public Sector Pensioners (Retired, Disabled, and Survivors), 
Provincial Utilities Sub-sector, by Year of Retirement, December 1977(a) 


Ontario Northland Hydro 

Transportation Commission Pension Plan Total 
1965 and earlier 163 OrZ i ie. 
1966-1970 107 Le Log 17276 
1971 32 290 322 
1972 32 256 288 
1973 31 326 Soy, 
1974 4] S23 364 
LSS 36 cult. 347 
1976 38 444 © 482 
Heyy ei 386 417 
Total Slt 4,117 4,628 
+ ONTC survivor's 409 

Total 5,037 b) 


a Totals only - no breakdown available. 
b Pensioners as percentage of active members: 22.8. 


Table 6.6 

Ontario Public Sector Pensioners (Retired, Disabled, and Survivors), 
Provincial Legislature Sub-sector(a), Legislative Assembly Members, by 
Age, Sex, and Year of Retirement, December 1977 


Less 81 or 

Year of than 55 56-60 61-65 66-70 71-75 76-80 more 
retirement M F M F M F M F M F M EoTM F Total 
1965 and 

earlier Z 2 3 7 
1966-1970 2 2 ih 5 
1971 i 8 i ih i 12 
1972 ak 2 i) 4 
1973 1 3 3 ql 
1974 1 2 S) 
1975 8 6 7 2 3 at 2) 
1976 i ih 
1977 2 2 2 3 di 10 
Total 2 5 iy! 12 li 2 4S 76(b) 


a The Caucus Employees Retirement Plan was started in 1978 and has no 
pensioners. 
b Pensioners as percentage of active members: 61.8. 
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GROWTH OF PENSIONERS 


Tables 7.1 to 7.5 provide the growth in number of pensioners and 
the dollar value of pensions paid since 1960 to the pensioners from 
various plans in each sub-sector in the Ontario public sector. 


The pension amounts given in this section include all pension 


payments channelled through the pension plans, but do not include any 
payments made to pensioners out of other monies of the employer, and not 


reported to the study. 
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Table 7.2a 
Ontario Public Sector, Total Payments to Pensioners (Retired, Disabled, 
and Survivors), Open Municipal Plans, 1960-1977 


Ontario Municipal 
Employees Toronto Transit London Transit 
Retirement System Commission Commission 
(Number) (Dollars)(a) (Number) (Dollars) (Number) (Dollars) 


1977 13,160 16,660,000 1,422 N/A 47 73,000 
1976 11,471 12,867,000 1,264 5,160,000 42 62,000 
1th Wb) 9,821 8,983,000 Iva e) 4,485,000 oi 51,000 
1974 8,394 6,644,000 TL0L 3,728,000 BZ 44,000 
1973 6,908 4,612,000 1,009 2,993,000 Joi 35,000 
1972 5,663 3,195,000 995 2,706,000 24 30,000 
LOWL 4,592 2,117,000 968 2,463 ,000 20 21,000 
1970 3,444 1,276,000 914 2,121,000 15 9,000 
1965 358 (a) 76,000 N/A 1,403 ,000 5 2,000 
1960 N/A N/A 1,070,000 2 1,000 


Note Most plans were unable to separate retired employees from the 
total number of pensioners. 
a These figures obtained from the Ontario Ministry of Treasury, 
Economics and Intergovernmental Affairs and annual reports. 
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Table 7.4 (concluded) 
Ontario Public Sector, Total Payments to Pensioners (Retired, Disabled, 
and Survivors), Education Sub-sector, 1960-1977 


Ryerson Colleges of Applied 
Polytechnical Institute Arts and Technol 
(Number ) (Dollars) (Number ) (Dollars) 
1977 45 76,053 N/A 
1976 41 61,903 220 260 ,017 
1975 N/A 150 152,492 
1974 N/A N/A 
1973 N/A N/A 
1972 N/A N/A 
1971 N/A N/A 
1970 N/A N/A 
1965 N/A 1 N/A 
1960 N/A N/A 


Note Most plans were unable to separate retired employees from the 
total number of pensioners. 


Table 7.5 
Ontario Public Sector, Total Payments to Pensioners (Retired, Disabled, 
and Survivors), Provincial Utilities Sub-sector, 1960-1977 


Ontario Northland 
Ontario Hydro Transportation Commission 

(Number ) (Dollars) (Number ) (Dollars) 
1977 4,172 20,568 ,000 930 3,044,000 
1976 3,969 16,608,000 901 2,732,000 
1975 3,693 183729, 000 884 2,443,000 
1974 BRDD> 12,736,000 862 27225;,000 
1973 oF oo) 10,661,000 839 2,036,000 
1972 3,094 (a) 8,645,000(a) 826 t7/57 7,000 
1971 2,921(a) 7,742 ,000(a) 807 1,779,000 
1970 2,704 (a) 6,237,000 (a) 795 1,386,000 
1965 N/A 3,592,000 (a) 709 1,071,000 
1960 N/A 590 708 , 000 


Note Most plans were unable to separate retired employees from the 
total number of pensioners. 
a These figures obtained from the Ontario Ministry of Treasury, 
Economics and Intergovernmental Affairs. 


Table 7.6 

Ontario Public Sector, Total Payments to Pensioners 
(Retired, Disabled, and Survivors), Provincial 
Legislature Sub-sector, 1960-1977 


Legislative Assembly 
Retirement Plan 


(Number ) (Dollars) 
1977 76 673,800 
1976 69 561,200 
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EMPLOYERS' PENSION COSTS 


The costs referred to in this section are the year to year finan- 
cial costs incurred by the employer to maintain the funding status of 
the plans. 


Tables 8.1 to 8.5 provide the employer's costs from 1971 to 1977 
for the various pension plans in each sub-sector. These costs include: 


1. employer's current service costs; 
2. employer's payments to liquidate actuarial deficiencies; 


3. employer's payments to provide escalation of post-retirement 
pensions where reported to the study. 


These costs do not include: 
4, employer's contributions to the CPP; 


5. employer's costs for administration of pension plans and esca- 
lation of post-retirement pensions which were not channelled 
through the pension fund. 


The costs are given as a percentage of covered payroll so that cost 
comparison can be made across plans. A large number of plan sponsors 
supplied the dollar value of pension costs without providing data on the 
covered payroll. In such cases only those plans for which reliable cost 
estimates could be made were included in Tables 8.1 to 8.5. 


Tables 8.6 to 8.10 give the annual employer's payments to pension 
plans to amortize actuarial deficiencies. These can vary substantially 
depending on the methods of funding and accounting of pension plan costs 
by the plan sponsors, and can only be compared in the context of total 
costs. 


Covered or pensionable payroll refers to employer's payroll that is 
subject to pensions. 
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Table 8.2 (concluded) 
Ontario Public Sector, Employer's Payments into Pension Plan, as a 
Percentage of Pensionable Payroll, Municipal Sub-sector - 1971-1977 


OMERS covers 1,006 municipal bodies. Different costs apply to 
each establishment based upon the amount of past service costs which 
the employer has agreed to pay, whether or not his employees belong 
to a supplementary plan, and upon the amount of subsidy he pays to 
supplementary plans. Administrators of OMERS were therefore not able 
to provide annual costs as a percentage of pensionable payroll, but 
they hope to be able to do so early in 1979. 


In general, employer current service costs are as follows: 


1963-1977 1978 
Basic plan - updated career average 4 per cent to 
YMPE 
5.5 per cent 
above YMPE 
Additional for firemen and policemen 
who retire at 60 1 per cent 
Basic plan - final best 5 years 5.5 per cent 
to YMPE 
7 per cent 
above YMPE 
Additional for firemen and policemen 
who retire at 60 1 per cent 
Supplementary plans 1969-1977 1978 
Early retirement on unreduced pensions: 
1. Age 55 + 30 years of service Up to 2 per Up to 2 per 
Cent cent 
2. Age 50 + 30 years of service Up to 2 per Up» to 2 per 
for firemen and policemen cent cent 


The amount of employer subsidy to supplementary plans is negotiable. 
Past service costs 


In addition to the percentages shown above, employers are paying 
the past service costs required to provide for all years of service to 
be based on the updated career average or final average salary, depend- 
ing on the year of retirement. 
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Table 8.5 
Ontario Public Sector, Employer's Payments into Pension Plan, as a 
Percentage of Pensionable Payroll, Provincial Utilities Sub-sector, 
1971-1977 


Ontario Northland 
Ontario Hydro Pension Plan Transportation Commission 


1977 15.48(5) 20623 
1976 14.38 20.46 
1975 PUSIOCE) 16.00 
1974 2s (5) 2d he 
1973 12539 15.40 
1972 N/A 112632 
1971 T4238 11.45 
Escalation 

costs Yes Yes 

included 


E - Estimated by the study on the basis of the actuarial reports and 
other data. 


Table 8.6 

Ontario Public Sector, Employer Costs to Liquidate Actuarial Deficien- 
cies, as a Percentage of Pensionable Payroll, Provincial Government 
Sub-sector, 1971-1977 


Ontario 
Workmen's Ontario Milk Ontario Educational 
Compensation Marketing Stock Yards Communications 
PSSF Board Board Board Authority 
1977 Zen 00 0 at 46 
1976 Die 4.65 0 8 N/A 
1975 ciel 536 0 9 32 
1974 1.9 2.64 0 ie 2 N/A 
Lows 2.4 ers 0 2.6 1.47 
1972 256 Ahase)7 0 9 N/A 
LOZ] 3.4 -00 0) 1A) 174 
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Table 8.8 
Ontario Public Sector, Employer Costs to Liquidate Actuarial Def1- 
ciencies, as a Percentage of Pensionable Payroll, Health Sub-sector, 
1971-1977 


Hospitals Kingston Hospital Ontario 

of Ontario General FOG. SLGK Cancer 

Pension Plan Hospital Children Institute 
ISI, L250 4) 1.4(E) 0) 
1976 heal a0) ee Sis) 0 
1975 ayy) 130 1.6055) 0) 
1974 N/A 1.4 = FES) 0 
1973 «28 20 4(E) 0 
1972 N/A .0 0 (£) 0 
NEAL 38 0) .0(E) 0 


a ee eS eee 


E - Estimate. 
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Table 8.10 

Ontario Public Sector, Employer Costs to Liquidate Actuarial Defi- 
clencies, as a Percentage of Pensionable Payroll, Provincial Utilities 
Sub-sector, 1971-1977 


Ontario Northland 


Ontario Hydro Pension Plan Transportation Commission 


1977 5.6(E) 15.73 
1976 5.18 15.96 
1975 N/A 11.51 
1974 N/A 17222 
1973 3.69 10.91 
1972 N/A 7 e728 
1971 5.02 6.95 


E - Estimate. 
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PENSION PLAN FUND ASSETS AND LIABILITIES 


Tables 9.1 to 9.5 list the following for various plans in each 
sub-sector: 


1. book and market value of pension plan assets and date of 
valuation; 


2. actuarial liability and date of actuarial liability; 


3. the ratio of assets/liabilities obtained by dividing the 
greater of book or market value by the actuarial liability of 
that plan. 


This ratio measures the level to which the plan is funded to meet 
the liabilties. 


Ratios in (3) were not calculated for those plans where the date of 
liability valuation did not coincide with the date of asset valuation. 
This disparity occurs because the two valuations are done independently. 
Assets are usually valuated by a plan's investment manager on a regular 
yearly basis, while liabilities have to be valuated every three years at 
least to meet the requirements of the Pension Commission of Ontario. 


Moreover, this ratio was not calculated for the following types of 
plans: 


1. Money-purchase plans: in such plans, liabilities arising from 
promised benefits always coincide with the assets value. 


2. Modified money-purchase plans with a minimum guarantee: the 
actuarial liability in this type of plan refers to the minimum 


guarantee portion of the fund, the assets for which usually 
constitute a small fraction of the total assets. 


Tables 9.6 to 9.10 show the liability assessed with regard to 
current pensioners in dollar terms, and as a proportion of the total 
liabilities of each plan for various plans in each sub-sector of the 
Ontario public sector. 


A number of questions and up-dates to Tables 9.1 to 9.10 were made 


after the material was delivered to the Commission by Dr. Kelly. These 
changes have been incorporated in the tables that follow. 
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PENSION FUND INVESTMENTS 


The investments of the pension funds may be categorized as follows: 


Provincial government liabilities: including deposits and/or 


debentures. Two funds (PSSF and TSF) are entirely within this 
category, while one fund (OMERS - including its two administered 
funds) has been so in the past, but is in the process of diver- 
sifying its portfolio by investing part of its new funds in the 
market. The assets of those funds are included in the table below. 


Direct market investments: This category includes other large 


pension funds, e.g., Ontario Hydro, Hospitals of Ontario Pension 


Plan, university pension funds, etc., which have independent in- 
vestment management policies. These funds are either invested 
through in-house groups or through a trust company. Thirty-three 
funds in this category are included in the table below. 


Deposits with insurance companies: This category includes the 


assets of most of the smaller plans, and a few large ones. The 
table below includes the data on the plans which have oly part of 
their funds invested with insurance companies. Very few plans with 
all their funds deposited with insurance companies have supplied 
the data which is as follows: 


Sector Number of funds Dollars 
Government 3 N/A 
Health uh 6,937,104 
Municipal 5 2,086; 271 

19 N/A 
Education 5 49,621,322 
9 N/A 


Note Eighty-eight per cent of the funds in the 


education sector belongs to the two pension 
plans of the University of Western Ontario 
which are the only large plans to have in- 
vested their assets this way. 


Table 10 presents the current assets and investment mix for each 


sub-sector based on the plans listed below: 
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Sub-sector: 


Government: 


Health: 


Municipal: 


Education: 


Provincial 
Utilities: 


Public Service Superannuation Fund, Workmen's Com- 
pensation Board, Ontario Stock Yards Board, Ontario 
Educational Communications Authority. 


Hospitals of Ontario Pension Plan, Kitchener—Waterloo 
Hospital, Kingston General Hospital, Hospital for Sick 
Children, Toronto Western Hospital. 


Ontario Municipal Employees Retirement Systems, Metro 
Toronto Employees, Metro Toronto Police, Ciey of 
Toronto Employees, City of Toronto Firemen, Borough of 
York, City of Ottawa, Toronto Transit Commission. 


Teachers' Superannuation Fund, Queen's University, 
Trent University, University of Ottawa, York Univer- 
sity, Wilfrid Laurier University, Laurentian Univer- 
Sity, Algoma University College} McMaster University 
(2 plans), Carleton University, University of Toronto 
(administrative and academic plan), University of 
Waterloo, University of Guelph (3 plans), Brock Uni- 
versity, Ryerson Polytechnical Institute, Colleges of 
Applied Arts and Technology. 


Ontario Hydro, Ontario Northland Transportation 
Commission. 
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ANNUALIZED YIELDS OF PENSION FUNDS 


Tables 11.1 to 11.5 show the annual yields for the period 1972-1977 
of pension funds based on book or market value held by the same 36 plans 
included in Table 10. These yields were submitted by the plan sponsors 
in reply to the questionnaire which specified the method for their 
calculations as follows: 


at+tb- | 


where r = annualized rate of return 
a = total fund at the beginning of a year 
b = total fund at the end of the year 
| = investment and interest income including capital gains 
and losses less the administration and other expenses in 
the year 


It should be pointed out that the figures for the annual yield 
are taken directly from the questionnaire returns, and could not be 
independently verified. 


Tables 11.1 to 11.5 also list the investment income in 1977 (or 
latest period available) for each plan. These figures were obtained 
from the financial statements or the actuarial valuations supplementing 
the returned questionnaires. In cases for which the 1977 investment 
income was not available, the figure for the latest period was used. 
Where investment income is for a period of more than a year, the figure 
used refers to the entire period and is not an annual average for that 
period. 
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INTRODUCTION 


We have been requested by the Royal Commission on the SLAcuUSss OL 
Pensions in Ontario to undertake a study of the six major Ontario Public 


Sector 


Pension Plans (PSPP) noted below: 


Public Service Superannuation Fund (PSSF) 

Teachers' Superannuation Fund CTSEA 

Ontario Municipal Employees Retirement System (OMERS ) 
Hospitals of Ontario Pension Plan (HOOPP ) 

Ontario Hydro Employees' Pension Plan (Hydro) 

Ontario Workmen's Compensation Board Superannuation Plan (WCB) 


The terms of reference were as follows: 


ie 


Advise the Commission whether the costs and the statement of 
actuarial and unfunded liabilities are the true costs and 
liabilities of each of the plans using data for the most 
current year or two years; 


Advise the Commission whether the actuarial funding methods 
used are suitable for each of the plans in the circumstances; 


Advise the Commission whether the actuarial funding methods of 
public sector employee pension plans should be different than 
those of private sector employee pension plans; and 


Advise the Commission of any problems with regard to the above 
and advise of any areas requiring further information or 
Clarification. 


The terms of reference were verbally expanded to include the Adjustment 
Funds covering the funding of indexation payments for both Ontario 
Public Service employees and Ontario teachers. 


This analysis was achieved by: 


ang 


Examining the issues involved in funding public sector pension 
plans; 


Reviewing existing guidelines for funding public sector pension 
plans; 


Analyzing funding considerations associated with the indexing 
of public sector pension plans; and 


Reviewing the current funding practices for the six public 
sector pension plans. 


15 


The findings of this study have been summarized in the final section of 
the report for easy reference. 


ISSUES INVOLVED IN FUNDING PUBLIC SECTOR PENSION PLANS 


The Desirability of Pre-funding 


The funding of public sector pension plans (PSPPs) is a contro- 
versial subject. At one extreme, we find those who advocate pay-go 
funding in recognition of the fact that the government has an ongoing 
tax base from which to generate the necessary revenues to support the 
obligations of the pensions promised. Consequently, they question why 
huge reserves need to be established to cover these future promises 
when such assets could be put to better use today. Furthermore, they 
question why more valuable or "hard" dollars should be tied up today 
when future payments can be made with cheaper or "soft" dollars. 


Those who advocate the funding of PSPPs, on the other hand, are 
concerned about the future ability of the government, regardless of its 
size, to meet pension obligations unless a disciplined approach to 
pre-funding has been undertaken. They see the desirability in charging 
current generations for their fair share of the cost of pension promises 
made to current members of the government. Good accounting practices 
are foremost in their minds as is the desirability of assuring the plan 
members of the security of their pension promises. Real assets also 
represent a base to fall back on should the government run into cash 
flow difficulties. The recent experience in New York City and the 
current Cleveland financial crisis are certainly evidence of the need 
for real assets versus using public debt. 


In Ontario, there is no issue over whether to pre-fund PSPPs since 
the Ontario Pension Benefits Act requires pre-funding. What is at issue 
are a number of other factors tied to the funding process that need to 
be addressed. Each of these issues will now be discussed. 


Benefit Levels 


It is evident that overly generous benefit levels, in relation to 
what could be described income "adequacy," and other provisions such as 
generous early retirement features and unlimited indexing of pensions in 
payment, can lead to excessive costs to the employer. Good plan design 
is required to place adequate controls on pension costs. 


In turn, it is imperative that if constraints on benefit levels 
and related plan provisions cannot be achieved, then the cost of such 
benefits must be calculated as realistically as possible by using up-to- 
date actuarial assumptions, and each unit within the government must 
incorporate such costs into its yearly budgets. Only in this way will 
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true recognition of such costs be reflected and became a charge to each 
year's taxes generated to support that unit. Once this is achieved, 
benefit levels will remain as is or will be adjusted depending on the 
taxpayers' willingness to accept the taxes being imposed. An analysis 
of the New York City pension situation suggests that the absence of this 
vital control mechanism led to the introduction of pension provisions 
that proved to be far more expensive than first realized (primarily due 
to the use of inadequate actuarial assumptions). Had each unit of 
government borne the true cost of its pension commitments, it is quite 
possible that the pension promises might never have been granted in the 
first place. 


Table 1 compares the level of benefits available to members of New 
York City employees with those of other major U.S. cities and demon- 
strates how they have got out of line. 


Table 1 
Annual Retirement Benefit as a Percentage of Disposable (After-tax) 
Income in Final Year of Employment for City Employees 


City 20 years' service 25 years' service 


(Per cent) 
New York 103 255 
Chicago 37 47 
Dallas 42 BZ 
Denver 84 Sib 
Detroit 94 104 
Los Angeles 44 54 
Memphis 44 54 


Source Pensions and New York City's Fiscal Crisis, 1978. 


In Ontario, the recent decision to charge the various school boards 
for the cost of pensions is consistent with the foregoing comments. 


Inordinately large pay increases are automatically accompanied by 
large losses under a final pay pension formula. These losses have to be 
absorbed by the employer - in this case, the Province of Ontario. Until 
the decision was reached to require the local school boards to reflect 
such increased costs in their budgets, they had no possible way of 
recognizing the effect of permitting large pay increases to be granted 
to school teachers in their region. 


Actuarial Assumptions 
The use of actuarial assumptions that are not consistent with ac- 
tual experience will generate gains if the assumptions are conservative, 


or losses if otherwise. In the case of New York City, the refusal by 
the plan trustees to utilize more up-to-date actuarial assumptions, as 
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determined from periodic experience studies, tended to undermine the 
financial soundness of the city's pension plans. 


Any actuary who is doing a conscientious job should be utilizing 
actuarial assumptions that will assure the soundness of the plan. Only 
external factors which could not be anticipated should cause losses; for 
example, retirements occuring sooner than contemplated because of the 
introduction of machinery that makes certain jobs redundant. 


In general, as long as experience studies are undertaken periodi- 
cally to review such decrements as mortality, turnover, retirement and 
disability rates, and the results of these studies are reflected in the 
actuarial valuation assumptions, then there should not be any major 
concerns in this area. 


Accounting of Costs 


As commented on earlier, it is essential that the accounting of 
pension costs be made by each governmental unit in its budgeting process 
and that such costs be realistic (i.e. reflect the benefits promised 
and be based on realistic actuarial assumptions). To do otherwise is 
tantamount to a lack of control of where such costs are going in light 
of other related factors like wage increases, and, as well, does not 
provide proper recognition of the true cost implications to the present 
generation of taxpayers. 


Investment of Funds 


In Ontario, we find that the Teachers' Superannuation Fund (TSF) 
and the Ontario Municipal Employees Retirement System (OMERS) have funds 
invested in what is defined as "non-public debt" which is represented by 
non-marketable Ontario government debentures. Starting in 1975, OMERS 
began directing some of its cash flow toward the private sector and 
investing such funds in marketable securities. In 1979, OMERS will be 
free to invest 100 per cent of its cash flow in marketable securities. 
The Ontario Hydro Employees' Pension Plan (Hydro), the Hospitals of 
Ontario Pension Plan (HOOPP), and the Ontario Workmen's Compensation 
Board Superannuation Plan (WCB) all invest their funds externally in 
marketable securities. 


The Ontario Public Service Superannuation Fund (PSSF), on the other 
hand, does not have any debt instruments issued to cover the assets of 
that plan. Instead, these funds become a part of the Consolidated 
Revenue Fund just as do the net deposits of the Province of Ontario 
Savings Office. Although there are no debt instruments for the PSSF 
assets, the government establishes a "Special Purpose Account" for 
keeping track of the inflows and outflows to the plan. Included in the 
inflows is the interest credited by the government to the so-called 
assets in the "Special Purpose Account." 
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Similar treatment to the PSSF is accorded to the "indexed" funds 
attached to the PSSF and TSF. These Special Purpose Accounts are 
referred to as the Public Service Superannuation Adjustment Fund (PSSAF) 
and the Teachers' Superannuation Adjustment Fund (TSAF). 


On questioning individuals in the Treasury Division of the Ontario 
government, we were informed that Special Purpose Accounts are used 
instead of non-marketable debentures for a purely historical reason. 
The Ontario Legislature in 1920 decided that this was the way it was to 
be done. It should also be noted that the Ontario government guarantees 
the PSSF and TSF plans in its role as "employer." Before it can permit 
the assets of the TSF to be invested in marketable securities, the 
various school boards in Ontario would have to accept responsibility for 
the liabilities of the plan for the teachers in their jurisdiction as 
the municipalities have done in the case of OMERS. 


There are several observations to be made about the procedures 
being used by the Ontario government for handling the assets of the 
PSSF, PSSAF, and TSAF. 


1. By investing funds externally, the government should be able to 
generate a larger investment return than it would have to pay 
for similar funds borrowed in the marketplace. This applies 
equally to the TSF. The OMERS experiment corroborates this 
position. 


2. By using "real" assets versus public debt, the government 
achieves at least the following two objectives: 


a) Plan members may experience a greater sense of security 
arising from the broader diversification of assets. 


b) Should any unit of government experience cash flow diffi- 
culties overall, and thereby not be able to meet its finan- 
Cial obligations, a part of which would be the required 
payments to pension plan beneficiaries (after utilizing 
current employee contributions in this regard), then in the 
instance where "real" assets exist, such assets could be 
used to meet current commitments. In the case where public 
debt is used, the assets belong to the government unit and 
the interest or the repayment of such debt can only come 
out of current government revenues which, if not available, 
leaves the pension plan beneficiaries in jeopardy. 


3. If non-public debentures were issued, then this would have 
the effect of increasing the non-budgetary deficit and the 
government's net cash requirements in an amount equal to the 
net pension flow through the Special Purpose Accounts. There 
would not be any change in the budgetary deficit. 
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The other beneficial effect of using non-public debentures 
would be to make the government's outstanding debt more readily 
recognizable than it is today. Under the present arrangements, 
the total Ontario debt can only be determined by adding to its 
funded debt (i.e., public debt and non-public debt) the value 
of its unfunded debt which includes the PSSF, PSSAF, TSAF 
Special Purpose Accounts, the deposits from the Province of 
Ontario Savings Office, and certain advances payable. 


4. By accepting the net flow of funds from the various government 
pension plans (PSSF, PSSAF, TSF, TSAF, and previously OMERS), 
the government reduces its external borrowing needs. However, 
with decreasing future capital expenditures, there appears to 
be less need for these funds. Recognizing the desirability of 
having tax revenues pay for general expenditures and having 
capital expenditures come out of debt, it is incumbent on the 
government that it does not fall into the trap of deploying 
capital derived from net pension fund flows toward general 
expenditures or toward nonproductive capital items. The 
government stated in its 1978 budget: "In an effort to en sure 
the successful implementation of this redeployment of public 
funds from the public to the private sector, the Government of 
Ontario initiated the OMERS experiment in 1975. This experi- 
ment has proven successful, and thought can now be given to 
instituting similar procedures for other sources of internal 
funds." This intention is certainly healthy. The 1978 Ontario 
budget also stated: "It [the investment of TSF funds pri- 
vately] will not begin until after the report of the Ontario 
Royal Commission on Pensions has been received." 


The Ontario Government appears to be committed to deploying 
excess internally generated pension funds to marketable securi- 
ties. This position is healthy and should be encouraged. 


Funding Levels 


Assuming that there is general recognition for the pre-funding of 
PSPPs, Should there be any necessity for full funding using a projected 
benefit funding method such as entry age level premium or projected unit 
credit, the methods currently used for the six major Ontario PSPPs? A 
recent article in Financial Executive(l) suggests that a meaningful 
funding level for a pension plan would be to have assets at any point in 
time sufficient to cover its "accrued" benefits. This means sufficient 
assets at market value to provide all current employees and beneficiar- 
ies with the pensions they have accrued to that point in time. No 
future salary increases are assumed, benefits are based on service to 
that date, and discounts for future turnover are not applied. 


Although funding of PSPPs is desirable, one can seriously question 
the desirability of one day having assets for the six major PSPPs that 
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are far in excess of their accrued liabilities. Invfact, -this™is 
already the case for OMERS, HOOPP, Hydro, and the WCB with the two 
remaining plans within 15 per cent of being fully funded on an "accrued" 
liability basis. (See Item 7(c) of Section C of Appendix A for details). 


It should be noted that the Ontario Pension Benefits Act prescribes 
a "Test Valuation" as a test for determining whether all or part of an 
actuarial deficiency must be amortized over a five-year rather than a 
15-year period. This "Test Valuation" is very close to the "accrued 
liability" calculation. In fact, the "Test Valuation" could serve as a 
useful mechanism for developing a conservative approximation to the 
"accrued liability." 


To prevent the PSPPs from becoming excessively funded, it is 
Suggested that once the funded ratio under the "Test Valuation" reaches 
100 per cent, the contribution required for the subsequent year not be 
permitted to exceed the amount necessary to maintain a 100 per cent 
funded status one year later, bearing in mind that pay increases must 
occur during the course of that year. The required contribution, there- 
fore, would be the lesser of this revised amount, or the contribution 
otherwise developed following the requirements of the Ontario Pension 
Benefits Act. 


An alternative to the use of the projected unit credit method 
prorated on service is the use of the same method, but prorating 
benefits using projected salaries. The resulting actuarial liability 
would be very close to the accrued liability in most instances, thereby 
making the Ongoing valuation funding target (the actuarial liability) 
consistent with the goal of having assets approach the accrued lia- 
bility. It may be desirable to move to this standard only when the 
point is reached at which the assets equate to 100 per cent of the 
accrued liability, otherwise it could take another 15 years to have the 
fund assets build to the accrued liability level. 


There is probably no good reason why this standard, which has been 
Suggested for public sector plans, could not be applied to private 
sector plans as well. Redundant funding is hardly desirable and, in 
effect, the present funding guidelines for Ontario using standard actu- 
arial funding methods eventually lead to this unsatisfactory result. 
This is particularly true for government sponsored public sector pension 
plans where excess assets are not as necessary as in the private sector. 


Cash Flow Considerations 


It is evident that the PSSF and the two "adjustment" funds, the 
PSSAF and TSAF, could continue to form a part of the general assets 
of the province. This could be continued as long as the government 
was able to adequately forecast its future cash flow requirements, 
one part of which is its obligations under these three funds, and be 
satisfied that these commitments could be met. If there is any doubt 
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whatever, there is considerable value in deploying funds to the external 
marketplace, since such funds could be used to cover any potential cash 
flow shortage that might develop in the future. 


Unfortunately, the prudence of today's government officials may not 
carry over to tomorrow's officials. What is understood and reflected on 
today may never be thought of or reviewed by others in the future. 
Recognition of this fundamental concern suggests that some portion 
of the assets of the funds, as well as the TSF, be deployed toward 
investment in external marketable securities. 


GUIDELINES FOR FUNDING PUBLIC SECTOR PENSION PLANS 


In November 1976, the Ontario Government issued a set of guidelines 
for the valuation of pension plans relating to the public sector. These 
are included herein as Appendix B. Apparently, at this time, these 
guidelines have been followed by the PSSF and TSF only. To the best of 
our knowledge, they have not been applied under the Hydro, HOOPP, and 
OMERS plans. They do not apply to other plans. 


Critique of Guidelines 
The following observations are made in respect to these guidelines. 
Application of Guidelines 


The guidelines apparently do not attempt to establish a basis for 
the triennial valuation required by the Ontario Pension Benefits Act. 
If the guidelines are designed meaningfully, they should be applicable 
to the triennial valuation. 


Actuarial Method 


The guidelines prescribed the use of any projected benefit funding 
method. In other words, the projection of salaries would be incorpor- 
ated in final average plans (all five of the plans are now final average 
plans). Based on the comments made previously, it is questionable as to 
why the entry age funding method should be used other than to develop a 
relatively stable annual current service cost from year to year. This 
entry age method develops a larger actuarial liability than for the 
projected unit credit method, for example, and if overfunding is to be 
overcome, then there seems to be little justification to support the use 
of the entry age method other than to develop relatively stable current 
service costs. 


One of the basic understandings under the PSSF and TSF is that 
employer current service contributions are to "match" employee contri- 
butions. This requirement undoubtedly goes back to the cost-sharing 
arrangement agreed to between the two parties for the cost of pensions. 
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However, this is far from reality as employer costs over the past 10 
years for the PSSF and TSF have exceeded employee contributions, and 
substantially so under the TSF. 


One unfortunate aspect of this "matching" requirement is that it 
can tend to force the actuary toward the adoption of a funding method 
and a set of actuarial assumptions that will develop a current service 
cost that closely approximates the employee contribution level. This 
hardly seems desirable, particularly since it virtually requires an 
actuary to adopt the entry age level premium method, which leads, over 
the long term, to full funding on a basis that is greater than if the 
projected unit credit method was employed. (See Chart 1 for graphical 
explanation of this phenomenon. ) 


Lastly, if the actuarial assumptions are to be realistic, it is 
imperative that the actuaries' inclination to use current and realistic 
assumptions not be inhibited by a constraint to equate employee and 
employer current service costs. 


Decrement Assumptions 


These assumptions, to the extent possible, should always be devel- 
oped from recent experience studies conducted on the population data. 
The populations of these five plans are of sufficient size to justify 
the expense of undertaking such experience studies once every three 
years. Unless these studies are undertaken, there is no guarantee 
that the assumptions will be appropriate. In turn, there will be no 
assurance that the pace of funding will be adequate. 


Economic Assumptions 


The concept of establishing a realistic estimate of the actual 
rates of return on investments over the 10-year period following the 
valuation is desirable. However, when developing the rate for the years 
following this initial 10-year period, it is desirable that the actuary 
establish an investment rate of return that equals the rate of inflation 
plus the "real" rate of return anticipated to be earned, after expenses, 
on the various forms of assets to be held by the plan. This is vital if 
there is to be a natural correlation between the salary scale assumption 
(consisting of inflation, productivity, and merit/promotional increases) 
and the investment rate of return (consisting of inflation plus the 
"real" rate of return). 


In Canada, over the past 50 years, the growth in "real" wages has 
followed a trend line of about 2.1 per cent per year (see Chart 2). This 
is very close to the average annual compound growth in productivity over 
this same period, namely, 2.25 per cent. Merit/promotional increases 
would be added to the productivity figure along with inflation to arrive 
at the total salary increase rate. 
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Real growth in investment rates of return varies significantly 
by the type of investment. This is seen on examination of Table 2 
following which portrays the "real" rates of return for various forms of 
investments on a gross basis and after deducting an expense charge and a 
risk factor to arrive at what is termed a "pure" rate of return. This 
analysis demonstrates that "pure" investment returns at the following 
levels can be expected for average performance under stable economic 
conditions. 


Fixed income — short term 1.0: 1325 per cent 
Fixed income - long term 1.4 - 2.4 per cent 
Equities 340 per cent 


Assuming no risk and .4 of 1 per cent higher return on Ontario 
long-term debentures over Canada's long-term, it would be reasonable to 
assume that long-term Ontario debentures would generate a "real" rate of 
return of about 2.45 per cent. Application of the risk factor would 
reduce this to approximately 1.60 per cent. 


The actuaries performing valuations for the five major government 
plans should be assigning "real" investment rates of return to the 
assets of the plans involved in the neighbourhood of the "pure" invest- 
ment rates noted above based on the long-range asset mix of the plan as 
determined by the fund managers. 


Valuation of Assets 


The method for valuing assets should be consistent with the basis 
for valuing the liabilities of the plan (i.e. with the economic assump- 
tions) and should reflect long-term rather than short-term values. 
Discounting debt securities at the valuation interest rate to arrive 
at a capitalized value for such securities is an example of using a 
consistent basis for valuing assets. 


Cash Flow Analysis 


This analysis is particularly important, since it offers a meaning- 
ful portrayal of the direction of cash flows to the fund as well as cash 
flows to the province over the next 10 years. This latter point applies 
particularly to the PSSF, TSF, PSSAF, and TSAF funds but not to the 
other plans. It may be of value under OMERS since eventually there 
will be a repayment of existing non-public debentures that presently 
form part of the fund. If these are simply rolled over rather than 
reinvested in marketable securities, then there might be less need for 
such analysis other than to monitor contribution levels and the cash 
flow of the fund for investment purposes. In the case of HOOPP and 
Hydro, a cash flow analysis would also be useful for investment purposes 
as well as to provide management with an indication of the general 
direction in which contributions will be heading over the next 10 years. 
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CANADIAN INSTITUTE OF ACTUARIES' RECOMMENDATIONS 
FOR VALUATIONS OF PENSION PLANS 


In general terms, these recommendations are to apply to public 
sector as well as to private sector pension plans. The most recent 
recommendations are included as Appendix C. The principle of estab- 
lishing the "accrued liability" as a funding target is inherent in these 
guidelines as is the "real" wage and investment rate of return concept. 
(See Table 1 at the end of the recommendations in Appendix C.) 


The concept of anticipating automatic cost-of-living adjustments to 
benefits in payment is also embodied in the CIA recommendations. Where 
benefits are adjusted after retirement to keep pace with the cost of 
living, it is clear upon examining Table 1 of Appendix C, that the 
"pure" or "real" interest rate, plus any performance premium or less any 
performance discount, becomes the effective rate of interest since the 
inflation component of the investment return is paid to the beneficiary 
in the form of increased pension payments. 


FUNDING CONSIDERATIONS FOR THE INDEXATION OF' 
PUBLIC SECTOR PENSION PLANS 


The concept of establishing separate funds for the funding of 
post-retirement adjustments to pensions in payment appears to stem 
from the basic cost-sharing principle discussed earlier. Commencing 
January 1, 1976, employees and the employer under the PSSF and TSAF each 
contributed 1 per cent of earnings to the PSSAF and TSAF. The fund is 
used to pay the indexed portion of pensions to those who may at one time 
have contributed to the fund. For those who retired prior to 1976, 
indexed pensions are paid out of the Consolidated Revenue Fund. 


Cash flow projections prepared by the Chief Actuary for the Ontario 
Government using two sets of inflationary assumptions, one grading 
from 7.2 per cent in 1977 down to 4 per cent in 1991 and later and the 
other assuming 8 per cent inflation throughout, developed the following 
results from the PSSAF and TSAF. 


Graded inflation 8 per cent inflation 
PSSAF TSAF PSSAF TSAF 
Year cash flow first 
negative 1986 1987 1985 1987 
Year of maximum fund 1989 1991 1986 1988 
Year fund first negative 1996 1999 1992 1995 


The caluations assumed a stable population throughout and were based on 
an assumed investment rate of return for new investments of 8 per cent 
for 15 years and 6 per cent thereafter. The salary scale and the graded 
inflation scale used are set out below. 
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Year Salary scale Graded inflation scale 


(Per cent) 
Py 7 6.00 (Ab 
19738 7.00 eee 
1979 8.00 7.00 
1980 8.00 6a/5 
1981 7.00 6.50 
1982 6.975 6425 
1983 6.50 6.00 
1984 6225 Sy Es. 
1985 6.00 5250 
1986 De 5 Beco 
1987 5.50 5.00 
1988 He25 4.75 
1989 5.00 4.50 
1990 4075 4.25 
1991 and 4.50 4.00 
later 


These projections provide a picture of what the possible prognosis for 
these funds will be. Obviously, the present 1 per cent contribution 
rate will have to increase. The problem is somewhat similar to that 
of the Canada Pension Plan where current beneficiaries are reaping a 
windfall at the expense of future generations of workers. 


The report on the Federal Public Service Pension program requested 
by the Treasury Board indicated that the cost of pre-funding the index- 
ing features of the Federal Public Service Pension Plan would require 
an annual contribution of 8.5 per cent, or 6.5 per cent more than is 
now being contributed, plus an additional amount to provide for the 
amortization of the past service portion by 1990 (18.3 per cent of 1976 
payroll grading to 8.8 per cent of payroll in 1990). Discussions with 
the Chief Actuary for the Ontario Government indicate that a study now 
being completed for the Ontario Treasury Ministry suggests that the 
current service indexing costs will be about 7 per cent of earnings for 
the PSSAF and TSAF or about 5 per cent of earnings above the present 
contribution level. 


There is little doubt that the contribution rate for indexing 
will have to be increased. The basic issues are when and by how much. 
The entire problem revolves around the desirability of separating the 
funding for indexing of benefits from the funding of basic plan benefits 
and the continuation of the cost sharing of pensions between employees 
and the employer. 


If the indexing and the basic plan benefits were funded together, a 
realistic assessment of the long-range current service cost of the plan 
could be developed with this figure split roughly 50-50 between the 
employee and the employer. The additional past service cost could be 
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absorbed by the government. The major advantages of this approach would 
be as follows: 


1. A more consistent measure of the true value of the total 
pension package so that the 50-50 cost sharing principle 
between employees and their public sector employer could be 
reinstated. 


2. Amore consistent basis for funding the combined benefits 
(basic and indexed) could be developed, while at the same time 
pre-funding rather than partially funding the indexed portion. 


3. Combining the indexing feature with the basic plan valuation 
enables the actuary to employ the "real" rate-of investment 
return as the interest assumption in the post-retirement area, 
thereby utilizing a consistent set of actuarial assumptions 
for both the basic plan and the indexing feature. On the 
assumption that the assumed "real" rate of return can be earned 
in times of either high or low inflation, the cost of indexing 
will not change as inflation changes. 


4, The concept described earlier of building up assets under the 
plan to a level not exceeding the accrued liabilities of the 
plan can still be introduced. The only difference would be 
that the future indexation of benefits would be incorporated 
into the accrued benefits. The only potential long-range 
dilemma here is that the employer contribution prospectively 
could become less than the employee's contribution. However, 
it should’ be™noted “that ‘this’ wil ‘occur~ in=part “duemtor the 
fact the enployer has been, and will continue for some time, 
contributing more than what the employee is contributing. 


5. By building the cost of indexing in with the basic plan, there 
is a more meaningful comparison of costs between public sector 
plans with cost shared 100 per cent indexing (PSSF and TSF) and 
those with ad hoc 50 per cent employer paid indexing (OMERS, 
Hydro, and WCB). 


To aid in clarifying how a more consistent basis for funding could 
be achieved, three tables (Tables 3, 4, and 5) have been constructed 
to demonstrate that, regardless of the rate of inflation, the same 
degree of funding should continue for the combined "basic" and "indexed" 
benefits as long as it can be assumed that the "real" rate of return 
(gross rate of return on investments less inflation) remains relatively 
constant irrespective of the level of inflation. 


Table 3 develops the single sum needed to provide an annuity of 
$100 annually in arrears over a 15-year period where a "real" rate of 
return of 3 per cent is applicable. This table shows that, in the 
instance where zero inflation exists, the cost of this 15-year annuity 
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is approximately $1,200. With zero inflation, there is no cost asso- 
ciated with indexing, and hence the cost of the "basic" portion of the 
annuity is $1,200. 


If we assume inflation runs at a5 per cent rate over the 15-year 
period, and the total investment rate of return is 8 percents (3° per 
cent “real” plus 5 per cent “inflation"), the cost of the "basic" por- 
tion is reduced to $855 because of the use of a higher discount rate (8 
per cent) versus the 3 per cent discount rate applied under the zero 
inflationary scenario. However, with 5 per cent inflation, there is now 
a cost for "indexation." This equals $345 and, when added to the $855 
"basic" portion cost, gives rise to a total combined cost of $1,200. 


On examining Table 3, it can be seen that although the costs of 
the "basic" and "indexed" portions vary depending upon the level of 
inflation assumed, their combined cost remains the same, i.e. $1,200. 
In effect, the combined cost can be derived by discounting the "basic" 
portion by the assumed real rate of return (3 per cent in our example) 
and ignoring the cost of indexing. Inherent in this approach is the 
assumption that all investment earnings in excess of the real rate of 
return will be applied to pay for the cost of indexing pensions. 


Table 3 
Comparison of Annuity Present Values for Varying Rates of Inflation and 
a Constant "Real" Rate of Return 


Present value of $100 annual annuity over 


Rates of return 15 years 


Total rate Indexed portion Basic portion 


Inflation Real Total (real) (a) (inflation) (b) (total) (c) 
(1) (2) (3) (4) (5) (6) 
(Per cent) (Dollars) 
0 3 3 200 ~ 1,200 
3 3 6 e200 230 970 
5 3 8 1 200 345 855 
fi 3 10 i200 440 760 


Assumptions 1. A $100 annual annuity is assumed to be payable annually 
in arrears. 

2. Total rate (based on real rate of return) is approxi- 
mate since it actually varies slightly depending on the 
level of the rate of inflation. 

a Provides for annual annuity of $100 annually increased by inflation 
rate. (This is calculated discounting $100 annual annuity payments 
at "real" rate shown in column (2).) 

b Represents portion of assets required to pay for indexed portion of 
annuity, i.e., annual payments in excess of $100. 

c Portion of fund required to fund flat $100 annuity assuming a rate of 
return equal to Total Rate, i.e., column (3) rate. 
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Table 4 demonstrates how this process would work when inflation is 
3 per cent, the total rate is 6 per cent, and the real rate of return 
approximately 3 per cent (actually it would equal (1.06/1.03 - 1) or 
2.9126 per cent in this example). It can be seen that the separate 
funds for "basic" and "indexed" benefits will work out to a balanced 
(zero) position if we set aside $971.23 in the "basic" portion and 
$230.15 in the "indexed" portion. Instead of using separate funds, 
we could have put the total amount ($1,201.38) in one fund, paid the 
combined "basic" and "indexed" portions from this fund and still have 
achieved a balanced (zero) position at the end of 15 years. 


What would have happened if the inflation rate had changed at some 
point throughout the 15-year period? Would the respective "basic" and 
"indexed" portions have been in a balanced position at the end of 15 
years under such a scenario? And what about the combined fund approach? 


Table 5 depicts what would have happened if, starting with the 
tenth year, inflation had moved from 3 per cent to 5 per cent, and if 
the total fund rate had been assumed to increase from 6 per cent to 8 
per cent. (This would obviously apply only in the instance where assets 
could be sold without asset depreciation occurring and with such assets 
being reinvested at the higher current prevailing rate.) 


Under these assumptions, it can be seen, on examining Table 5, 
that the additional excess interest earned on the "basic" fund assets 
must be applied toward the cost of the increased indexed benefits (due 
to inflation moving from 3 per cent to 5 per cent). Otherwise there 
would be a surplus in the "basic" fund and an equivalent deficit in the 
"indexed" fund. By combining the two funds, we end up with essentially 
a balanced (zero) position at the end of 15 years. 


Although in practice the scenario depicted would never work out 
exactly as demonstrated, the basic principle outlined for developing a 
realistic cost for combining the "basic" and "indexed" benefits is 
accurate. It is evident from the examples that there is no feasible way 
to accurately, establishsay tain" values forsthe dollars ato; bewal located 
to the "basic" and "indexed" portions when established as individual 
funds since the amount required to be deposited in each varies signifi- 
cantly depending on the inflation assumption used, and more importantly, 
on the actual inflation ultimately experienced. However, by packaging 
the "basic" and "indexed" portions into one fund, it is possible to 
arrive at a relatively stable cost for the packaged benefits as long as 
a handle can be put on the "real" rate of investment return. Under 
public sector pensions where the investment rate is entirely a function 
of the gross rates of return on 20-year and longer bonds of that govern- 
ment, it is possible to arrive at a "real" rate of return that should 
stand up over a long period of time. 
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CURRENT FUNDING OF PUBLIC SECTOR PENSION PLANS 


The Benefits Policy Branch of the Civil Service Commission of 
the Province of Ontario, in its submission to the Commission dated 
December 13, 1977, registered concerns about the variation in the costs 
derived for the PSPPs. They noted that the costs were developed by 
five different consultants using different actuarial assumptions and 
funding methods. The guidelines reviewed previously in this study 
were developed as a first step toward standardizing the costing of 
fringe benefits in the public sector. They were not conceived as being 
satisfactory for the purpose of making comparisons with the private 
sector. 


In this section of the report we will demonstrate that there 
are a number of reasons why the costs of PSPPs under review should 
be different even with the benefit of the guidelines established in 
November 1976. We will examine in this section the reasons for the 


differences, including the choice of funding method, and critique the 
most recent PSPP valuations. 


Why PSPP Costs Vary 


The following summarizes the reasons for the different cost levels 
between the PSPPs: 


Benefit Provisions 
Included under this heading are such items as: 
- Employee contributions; 


- Type of plan (final pay, career average, flat dollar, money- 
purchase) ; 


- Eligibility for unreduced pensions; 
- Averaging period for final earnings and YMPE; 
- Normal form of pension; 


- Availability of indexing and the extent to which full indexing 
is provided and the degree to which indexing is being funded; 


- Vesting formula; 
- Early retirement subsidies and supplements; 
—- Maximum service accruals; 


- Maximum pension limitations; 
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- Availability of ancillary benefits such as death and disability 
benefits. 


The major provisions of the PSPPs are contained in Appendix A, 
Section A. The critical differences can be summarized as follows: 


- The degree to which unreduced pensions are made available; 


- Prior service, in part, based on career average instead of final 
average formula (OMERS and HOOPP); 


- Period for averaging final pay (5 or 7 years) and the YMPE (1,3, 
or 5 years); 


- Integration formula offset (either .7 per cent or .625 per cent, 
depending on the plan); 


- Automatic indexing at 100 per cent level (maximum annual 8 per 
cent adjustment) versus ad hoc adjustments at about one-half of 
this level; 


- Vesting which varies from immediate to 10 years. 
Work-force Characteristics 


An examination of Section B of Appendix A outlines the essential 
characteristics of the work-force of each of the PSPPs. There are 
Significant differences in the sex mix between the various work-forces 
with close parallels occurring between the PSSF and OMERS, and the 
TSF and WCB. Hydro and HOOPP are at opposite ends of the scale. The 
average age, average service, and average entry age also vary somewhat 
with the ranges being as follows: 


Range 
Average age 34-41 
Average service (years) 7-9 
Average age at hire 25-34 


The key variant under an entry age level premium valuation, other 
than the actuarial assumptions themselves, is the entry age, whereas 
under the projected unit credit method, the average age is the critical 
factor. It is evident from the comparison of the average ages at hire 
that current service costs have to vary from group to group, even when 
all other factors such as plan provisions, sex mix, and salary levels 
are identical. 


Salary levels also have a bearing on cost levels, and as can be 
seen from Appendix A, there are some variations in pay levels from group 
to group, although some of this is due to different valuation dates (see 
line 1, Section D of Appendix A for valuation dates.) 
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Lastly, the degree to which benefits have previously been funded 
for those in receipt of benefits also has a bearing on the cost level of 
the plan. The extent to which indexing costs have not been funded 
heretofore has an obvious impact on current amortization payment levels. 
The PSSF and Hydro have the highest beneficiary/worker ratio at 20 per 
cent, while the TSF and OMERS are the lowest at ll per cent. HOOPP and 
WCB are at the 15-16 per cent level. 


Actuarial Method 


The entry age and projected unit credit methods are the ones used 
for the funding of the PSPPs. In the past, COMERS used the unprojected 
unit credit method for the career average plan. We understand that they 
are now using the projected unit credit method for the final average 
plan, but with a minimum total contribution equal to the plan's defined 
employee and employer contributions. 


It is unlikely that there would be any significant change in 
current service cost for all PSPPs, except for the TSF, if the entry 
age or the projected unit credit methods are utilized. Because of 
the low average age (34 years) for the TSF, the current service cost 
would decrease from present levels. However, due to the cutback in 
the growth of the teaching profession, it is highly likely that the 
average age will increase significantly over the next few years. In the 
interest of maintaining relatively stable costs, the entry age funding 
method should probably remain in place. 


On the other hand, the actuarial liability for the entry age method 
will always be greater than for the projected unit credit method with 
commensurately higher amortization payments. Consequently, total costs 
under the entry age method for the various PSPPs must be greater than 
for the projected unit credit method, notwithstanding their current age/ 
service/sex characteristics. 


It should also be noted, as explained in the Financial Executive 
article referred to earlier, that the level of unfunded actuarial lia- 
bility has no meaningful significance to the funded status of a pension 
plan. It is the relationship of the assets to the accrued liability 
that is critical. Although the ongoing valuation unfunded actuarial 
liability of the TSF appears enormous, the funded status based on its 
wind-up or accrued liability is about the same as for the PSSF (86 
per cent for the TSF versus 85 per cent for the PSSF). The WCB plan, on 
the other hand, is excessively funded (134 per cent) when assets 
are compared with its accrued liability. One has to question the 
desirability of pumping more employer contributions into this plan. 


Actuarial Assumptions 


The actuarial assumptions adopted for valuation purposes must vary 
from employee group to employee group in order to reflect as closely as 
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possible the experience expected to emerge. Otherwise, the cost levels 
developed will prove to be either overly adequate or inadequate. If the 
former, surplus funds will be generated, while if the latter, the plan 
eventually will require additional funds to overcome the deficiencies 
that are bound to develop. 


Detailed experience analyses have been undertaken for the recent 
valuations of the PSSF and the TSSF. The turnover and retirement rates 
experienced for each of these plans are quite different, with expected 
lower turnover in the teacher ranks, but significantly higher utiliza- 
tion of early retirement. Both of these factors lead to higher costs 
under the TSF as compared to the PSSF. 


Even with the use of realistic assumptions for salary increases 
over the long term, there are bound to be aberrations over the short 
term that will lead to salary losses. These have been accentuated 
in recent years under the TSF and HOOPP as the result of "catch-up" 
salary adjustments which have had the effect of increasing the actuarial 
liabilities of these plans immeasurably. 


Other actuarial assumptions also vary from employee group to 
employee group - for example, disability and mortality rates - although 
for employee groups as large as these there should be no major differ- 
ences over an extended period of years. 


Investment Performances 


Variations in actual investment performance from anticipated 
results can have a significant impact on costs. The basis upon which 
the PSPPs are established places the onus for absorbing gains or losses 
in the hands of the employer. Assuming the continuation of the use of 
government debentures, or the equivalent investment rate of return on 
such debentures in the case of the PSSF, there should be a good chance 
of defining fairly precisely the "real" rate of return for the PSSF and 
TSF. The rates of return on the remaining PSPP funds should be higher 
over the longer term, reflecting the greater rates of return available 
on other forms of securities. However, this may not prove out over 
the short term, and possibly even the longer term. Poor investment 
performance results could occur, thereby resulting in higher overall 
employer pension costs than would have been the case if the assets had 
been invested 100 per cent in government debentures. 


In summary, there are a number of reasons why the costs of pensions 
for the six public sector pension plans should vary. Even if identical 
pension provisions existed, consistent investment performance occurred, 
and the same funding method was used, there would still be differences 
in cost levels as the result of different work-force characteristics 
and the fact that actuarial assumptions for turnover and retirement 
utilization, to name only two, will probably vary from employee group to 
employee group. 
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The only satisfactory way of comparing the cost of both public and 
private sector pension plan benefits is to adopt the approach outlined 
on page 18 of the Civil Service Commission's submission to the Commis-— 
Sion in which reference is made to a 1974 State of California approach 
to this problem. Their approach attempts to establish the cost of 
employer benefits by assuming that the employer interested in comparing 
his benefit programs with other competitor organizations adopts the 
benefit plans of the comparison organizations. These benefits are then 
priced using the age, sex, salary, and other demographic characteristics 
of that employer's work-force. As well, a consistent set of actuarial 
assumptions and funding techniques are used to develop the costs of the 
benefits. This is a highly sophisticated and expensive technique for 
comparing benefit costs. 


Critique of Most Recent PSPP Valuations 


The following comments are offered regarding the valuations of 
the various PSPP plans. These comments are offered in response to 
the overall terms of reference for this study which requested us to 
determine whether the actuarial costs and liabilities of the plan were 
"true" and the funding methods suitable. In this connection it should 
be recognized that the actuaries have far greater insight into the past 
experience of each plan than we could possibly acquire at a distance. 
This, therefore, places them in a much better position to make better 
judgments as to the assumptions that together will best measure the 
future outcome of events under each plan. 


PSSF Valuation - December 31, 1976 


This valuation was developed using actuarial assumptions based 
on current experience. The interest rate used was also developed 
conservatively, having been set at 7.25 per cent (the fund was currently 
earning 7.56 per cent). 


Recognizing the points made previously in this study on real growth 
in wages, there is probably some need to review the adequacy of the real 
growth in wages used in the PSSF valuation where it appears that merit/ 
promotional increases were introduced but very little, if anything, was 
included in the salary scale assumption for productivity. We noted 
earlier that real wages, exclusive of merit and promotion, have been on 
a 2.1 per cent annual trend line over the past 50 years. 


We also discovered that provincial long-term bonds have generated a 
2.45 per cent real rate of return with a 1.60 per cent net rate after a 
risk factor is applied. The PSSF valuation used a 1.75 per cent real 
rate (see Section D of Appendix B) which is conservative by about .7 
per cent of 1 per cent, recognizing there is no risk ‘involved. This 
conservatism will offset part of the shortfall in productivity that may 
not have been reflected adequately in the salary scale. Combining this 
-/ of 1 per cent with the .3 of 1 per cent conservatism in the interest 
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rate yields a gain of 1 per cent which is about 1.1 per cent short of 
the 2.1 per cent trend in growth in real wages (productivity). 


Notwithstanding this concern, and although the costs developed 
may be somewhat understated, the critical concern should be that the 
accrued liabilities are covered by the assets of the plan. Currently 
the funded status is 86 per cent. Earlier comments about developing a 
funding basis that will generate a current service cost that matches the 
level of employee contributions may have been a contributing factor in 
the decision to adopt the particular economic assumptions used. In 
fact, the employer current service cost developed was 6.06 per cent 
as compared with the 6 per cent employee contribution rate. To have 
utilized a higher salary scale assumption would have increased the 
employer cost significantly. 


To summarize, the valuation cost basis is probably slightly under- 
stated for the reasons mentioned. A move to the projected unit credit 
funding method using realistic assumptions, however, would probably 
generate a total employer cost close to that developed in the December 
3iy,4197.6.PSSE: valuation. Consequently, there is little reason to 
question the reliability of the numbers developed. What should be 
explored is the desirability of continuing the practice of developing 
an employer current service contribution that matches the employees’ 
current service contribution. Also, the inclusion of the funding of 
indexed pensions with the basic plan benefits should be considered in 
the future. 


TSF Valuation -— December 31, 1975 


The comments on this valuation are very similar to the ones made 
for the PSSF. Real investment rates of return used were 3 per cent 
versus an expected norm of 2.45 per cent, a potential of .55 of l per 
cent overstatement in real rates of return. Real wages have been 
established at 1.5 per cent which is below the 2.1 per cent productivity 
trend line. There appears to be nothing included for merit/promotional 
increases which may not be too significant for teachers. The current 
investment yield is 7.5 per cent versus the 7 per cent interest rate, 
which provides a current cushion of .5 of 1 per cent. Overall, there 
appears to be a shortfall of almost 1 per cent, approximately the same 
as for the PSSF valuation. It is interesting to note that the TSF 
matching contribution rate is 6.4 per cent versus 6.06 per cent for the 
PSSF. Adjusting for the shortfall mentioned above would increase this 
6.4 per cent contribution rate considerably. 


A move to the projected unit credit method would help substantially 
due to the very young average age of the teacher group. Because of 
this, it can be assumed the overall funding of the TSF is adequate. 
Again, the cost-sharing principle appears to loom as a contributing 
factor in the actuarial assumption decision-making process. 
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OMERS - January 1, 1977 


This valuation which we reviewed was based on the career average 
plan. It is conservatively done. With unprojected unit credit funding 
and a 6 per cent interest rate (versus a fund earning 8.9 per cent), 
there is little doubt about this even if the actuarial assumptions may 
not have been developed conservatively. The move to the investment 
of assets in marketable securities also enhances the opportunity for 
increasing the real rate of return on investments to a level closer to 
3 per cent. 


Discussions with the actuary for the OMERS plan produced the 
following information regarding the valuation, as of January 1, 1978, of 
the new final average plan. 


Unfunded actuarial Total 
Funding method liability normal cost 
(Millions of dollars) (Per cent) 
Projected unit credit pe) 9592 
Level cost method 197 12520 


The level cost method determines the actuarial liability by deduct- 
ing from the present value of future benefits the present value of 
combined matching employee and employer contributions amounting to 12.2 
per cent of payroll. The cost of amortizing $115 million over 15 years 
is at most .8 of 1 per cent of the approximate $1.5 billion payroll and 
when added to the projected unit credit cost of 9.92 per cent yields a 
total contribution of about 10.7 per cent of payroll. As this is less 
than the matching contribution of 12.2 per cent, OMERS will probably 
contribute the 12.2 per cent amount and nothing nore. 


The actuarial assumptions adopted for these projections were as 
follows: 


Per cent 
Investment rate of return 6 
Inflation 3 
Salary increase rate 5 
Productivity 1 
Merit/promotion NN 
Real rate of investment return 3 


Recognizing the manner in which investments have been made and the 
exceptional performance achieved to date, the 3 per cent real rate is 
probably justified. However, the use of a1 per cent productivity rate 
is low when compared with the 2.1 per cent trend line rate. Recognizing 
there is a cushion inherent in the 12.2 per cent contribution rate 
over the 10.7 per cent projected unit credit contribution rate of 1.5 
per cent, it is fairly evident that the OMERS plan is being funded 
adequately. This is borne out further when it is recognized that the 
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plan is overfunded when the assets are compared against the accrued 
liability. 


Over the longer term, however, it is also evident that funding the 
plan using the matching employee/employer contributions will lead to a 
funded position where the assets will always be greater than the accrued 
liability, a posture that we believe to be excessive, particularly for a 
government-sponsored pension plan. 


HOOPP — December 31, 1976 


This valuation appears to have been developed with actuarial 
assumptions that have not been based on any recent experience studies, 
with the exception of an analysis of turnover experience which indicates 
that the rates used are 75 per cent of the actual termination rates over 
the first seven years of operation of the plan. 


The 5-1/2 per cent valuation interest rate is conservative as 
is the use of a 4 per cent level annual increase in the YMPE (versus 
12-1/2 per cent through 1983 or 1984). If we assume that the 4 per cent 
increase rate in the YMPE reflects inflation and productivity, then the 
salary scale of 4-1/2 per cent includes 1/2 of 1 per cent for promotion 
and merit increases. If we also assume productivity of 2 per cent is 
included in the 4 per cent YMPE increase rate, then inflation has been 
set at 2 per cent. This then implies a 3-1/2 per cent real rate of 
investment return. This may be somewhat ambitious for the fund to earn 
but is certainly not unattainable. 


Although there is not sufficient information provided to give a 
satisfactory overall assessment of the realism of the cost figures 
developed, it can be stated that overall the cost figures would appear 
to be conservative, particularly when ad hoc pensioner increases have 
never been granted and the inflation component in the interest rates 
earned on pensioner assets above the assumed 2 per cent rate will gen- 
erate gains to the plan. An area where conservatism could be lacking is 
in the use of an average retirement age of 64. Experience could show 
that this is too high an age. Overall, however, the plan is well funded 
Since, according to the plan's actuary, the assets exceed the accrued 
liability. 


Hydro - December 31, 1976 


An analysis of experience against the assumptions made since the 
last valuation (December 31, 1973) was included in this report. This 
is referred to as a gain and loss analysis which is an excellent tool 
for monitoring the actual experience of the plan against the various 
assumptions made. Changes were made in pertinent assumptions to adjust 
for changes in the plan as well as experience trends. 
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The only area of concern, once again, rests with the use of mean- 
ingful real growth in wages and real rates of investment return. The 
valuation assumed a 6 per cent interest rate (aS compared to a most 
recent yield of 6.4 per cent) and a salary scale of 5-1/2 per cent. The 
differential between these two factors is 1/2 of 1 per cent and is the 
smallest of all the six plans under examination as shown below: 


Excess of valuation interest rate 


Plan Over Salary scale assumption 
(Per cent) 
PSSF- males Amps 
- females A LS) 
TSF Jl>-3) 
HOOPP 110 
Hydro os, 
WCB daege 


Unfortunately, the increase in the YMPE has also been set at 
5-1/2 per cent, the same as the salary scale rate. This is partially 
conservative because it ignores the 12-1/2 per cent increase in the YMPE 
through 1983 or 1984, but is probably too high for years thereafter 
Since it should exclude the merit/promotional scale applicable at Hydro. 
Although this information and the inflation rate are unknown, the key 
favourable factor is the narrow gap between the interest rate and the 
Salary scale. This plan, like HOOPP, is funded using the projected unit 
credit method which is not as conservative as the entry age method. 
Consequently, it is more important that the assumptions be as realistic 
as possible. On balance, there probably could be more conservatism in 
this valuation, although the resulting numbers are undoubtedly suffi- 
cient to meet the plan's promises. It would also appear, although the 
information was not available, that the assets would probably come close 
to the plan's accrued liability. 


WCB — December 31, 1977 


This valuation has been completed using economic assumptions 
identical to the TSF, as well as using the entry age funding method. 
Consequently, the comments are equally applicable to those for the TSF 
except that the real rate of return opportunity for this plan should 
exceed that for the TSF. Consequently, the 3 per cent expected real 
rate of return is probably a realistic goal. The fund earned 7.32 per 
cent in 1977 as compared with the assumed rate of 7 per cent. 


Termination rates used were developed from an analysis of 1977 
experience. No other experience studies were undertaken with prior year 
assumptions continuing to be used, except for the retirement assumption 
which was made more conservative by assuming 50 per cent of eligibles 
for the 60/20 and the age plus service = 90 formulae would retire at 
that point and the balance at age 65. 
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This valuation generated a surplus of $18,740,000 on an accrued 
liability basis and $13,024,000 on an ongoing valuation basis. The plan 
is definitely well funded and the current service contributions would 
probably be found to be conservative when compared with costs developed 
using the projected unit credit funding method and realistic actuarial 
assumptions. 


General Assessment 


Generally the PSPPs are being funded adequately. It should be 
recognized, however, that there are differences in the degree of funding 
ranging from those that are more conservatively funded due to the use of 
the entry age versus the projected unit credit method, those that have 
developed realistic economic assumptions encompassing real growth in 
wages and merit/promotion scales as well as reasonable real rates of 
investment return in relation to the types of assets being used, versus 
those where less realism has been reflected, and demographic assumptions 
that are in line with recent experience versus being best judgment 
factors. 


SUMMARY OF FINDINGS 
The findings of this study are as follows: 


1. The six public sector pension plans are being funded relatively 
adequately, although there is a definite need to: 


- base decrement rates more closely to the results of current 
experience studies; 


- base economic assumptions on realistic assessments of real 
growth in wages, inflation, and merit/promotional scales, 
and real investment rates of return applicable to the types 
of securities in which the fund assets are invested; 


- wrap the funding of indexed benefits in with basic plan 
benefits, and reflect the funding of such benefits by using 
the real rate of return in the post-retirement area; 


- target the funding of the plans toward accrued liabilities, 
including the indexing of such benefits, (using the Ontario 
Pension Benefits Act Test Valuation basis as the standard) 
rather than toward ongoing liabilities; 


- move away from the concept of having the employer current 
service cost match as closely as possible employee contri- 
butions. Otherwise, the funding of public sector pension 


plans eventually will generate assets exceeding accrued 
liabilities. 
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- move the plans toward the use of a consistent funding 
method; namely the projected unit credit funding method 
prorated on service although consideration of the use of 
this method of prorating benefits on projected earnings 
might be more consistent with the concept of having public 
Sector pension plans target their funding to accrued lia- 
bilities, including the cost of indexing accrued benefits. 
The use of the projected unit credit method prorated on 
earnings should probably only be used when the plan's assets 
equal the accrued liability. 


Move the public sector plans toward the desirable goal of 
investing in real assets (marketable securities) versus public 
debt in order to: 


- ameliorate cash flow difficulties that could possibly emerge 
in the future; 


- provide a greater sense of security of benefits in the minds 
of the workers and beneficiaries of such plans; 


- lessen the possibility of internally generated funds being 
deployed toward nonproductive items or applied to cover 
general expenditures which should be more properly paid for 
out of current tax revenues; 


- have the potential for generating a higher level of invest- 
ment return than might otherwise be the case where the fund 
is invested 100 per cent in government debt. 


As a minimum, have the assets of the PSSF, PSSAF, and TSAF that 
are now earmarked for the Consolidated Revenue Fund handled in 
a Similar manner to the assets of the TSF, i.e., invested in 
non-public government debentures. In this way, the total 
debt of the province could be established more easily than at 
present (the PSSF, PSSAF, TSAF, and the Province of Ontario 
Savings Office assets are currently classified as unfunded 
debt). 


Establish the principle of undertaking periodic forecasts of 
cash flows to the various pension plans. For the PSSF and 
TSF (and possibly OMERS) also develop the cash flow of funds 
available to the province for investment purposes. This is a 
sound approach to the management of pension plan investment 
flows that provides as well an indication of the internal funds 
available for the government to invest. 


Require that internal cost controls for pensions be established 


by requiring that the cost of pensions be incorporated in the 
budgets of governmental units, e.g., local school boards. This 
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is the only way that the recognition of the cost of pensions 
will be understood. The cost of indexation should also be 
included in local budgets. 


Encourage the various public sector organizations to examine 
their pension programs to satisfy themselves that the benefit 
levels provided are not excessively beyond what could be called 
"adequacy" levels when measured in after-tax terms. Also 
encourage those plans now providing fully indexed pensions for 
retirements occurring prior to age 65 to provide less than full 
indexing in order to help discourage the excessive utilization 
of the earlier retirement provisions of the plans. Indexing 
at, say, a 50 per cent level might be beneficial in achieving 
this desired result. 


Encourage the public sector to work with consulting organiza- 
tions that have developed refined techniques for comparing the 
cost of pension programs in a meaningful manner so that direct 
comparisons can be made for the "real" employer costs of public 
and private sector pension and benefit programs. In this way, 
more direct comparisons can be made as to the "real" cost 
of total compensation programs to public and private sector 
employers. 
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GUIDELINES FOR THE VALUATION OF PENSION PLANS RELATING TO THE ONTARIO 
PUBLIC SECTOR 


Background 


Increasingly large pension liabilities have focussed attention on 
the need for timely and consistent information regarding pension plans 
in the Ontario public sector. 


This information is required in order to: 


l. provide management board with a consistent basis for the 
determination of public sector pension liabilities in order to 
assess expenditure requirements for each fiscal year and to ald 
in optimal budget management; 


2. permit comparability between benefits and benefit costs across 
the public sector and with private sector plans; 


3. allow more accurate estimates of pension contributions, bene- 


fits payable and special payments for the optimal management of 
provincial cash flows; 


4. estimate the future availability of funds for provincial 
financing purposes; 


5. assure the availability of accurate data on future pension 
liabilities in order to satisfy the disclosure requirements for 
external financing, and to maintain the financial integrity of 
the province. 


NOTE: The above objectives do not apply equally to the five 
major pension plans. The first and the third exclude 
the Hydro Pension Plan, and the fourth excludes the 
Hospitals of Ontario Pension Plan. 


Approach 


A study group composed of representatives of the Benefits Policy 
Branch (CSC) and the Taxation and Fiscal Policy and Finance Management 
Branches (TEIA) developed the broad outlines of a standard approach to 
the valuation of pension plans in the Ontario public sector which would 
meet the information needs outlined above. 


This approach was discussed with the administrators and actuaries 
of the Public Service Superannuation Fund, the Teachers' Superannuation 
Fund, the Ontario Municipal Employees Retirement System, the Hospitals 
of Ontario Pension Plans, and the Hydro Pension Plan. 
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The actuaries associated with each of these plans undertook to make 
written recommendations which would be submitted to the study group 
through the plan administrator. 


The guidelines detailed below are based on these recommendations as 
well as the discussions held with the administrators and actuaries. 


PROPOSED GUIDELINES 


These guidelines do not attempt to establish the basis for the 
triennial pension plan valuation required under the provisions of the 


Ontario Pension Benefits Act. 


They are intended to provide the basis for a common approach to the 
valuation of pension plans related to the Ontario public sector. 


Statement of Plan Operations 


It is recommended that each valuation report should contain the 
following: 


1. A summary of the plan provisions. This summary should cover 
the main provisions of the plan only. 


2. Mention of changes in plan benefits since the last report. 


3. A description of broad investment objectives of the fund. 


4, A description of financing which would include the special 
payments expressed as a percentage of salary. 


5. Number of contributors and related payroll shown by age, sex, 
and service group. The service groups should be 0-4 years, 
5-9, 10-14, 15-19, 20-24, 25-29, 30-34, 35 and over. 


6. An analysis of major changes in the population profile since 
the last report. 


7. Number of beneficiaries shown by type, age, and sex. Types 
include annuities or allowances payable to retirees, deferred 
annuitants, survivors, and disabled lives. 


Actuarial Method 


A projected benefit method should be used in the valuation. Actu- 
arial liabilities associated with the accrued service and total service 
should be shown separately. The actuarial liability for accrued service 
should take the projection of salaries into account for those plans with 
a final average formula. 
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Under the projected benefit method, levels of benefit are projected 
for both future salary and future service. In addition, account is 
taken of future contributions under the plan. The levels of contribu- 
tiions will vary by plan, since in some plans the employer portion 
is defined in terms of the employee contribution, and in others the 
employer contribution is more flexibile. The valuation should take 
these differences into account. 


It would be helpful to have the value of benefits to be earned in 
respect of service in the year following the date of valuation. This 
calculation would be based on existing members and projected salaries. 


Demographic Assumptions 


These assumptions should reflect the characteristics of each 
particular plan where sufficient data are available. In many cases, it 
will not be possible for actual plan experience to be used because of 
the statistical significance of the data. In the event that a standard 
table is used, the standard should be identified and reasons given for 
its use. The particular demographic assumptions are listed below: 


1. Rates of mortality for active lives, retirees, survivors, and 
the disabled if relevant. 


2. Rates of withdrawal specified by sex, age, and years of ser- 
vice. The selected period could be as long as five years if 
appropriate. The rates will reflect terminations in which the 
benefit 1s either a lreturn of “contributions or -adefer ned 
annuity. 


3. Rate of retirement to be applied to a participant who termi- 
nates and who is eligible to take a monthly income, reduced or 
unreduced. Because most of the plans have complex rules for 
retirement with an unreduced pension, these special provisions 
should be considered in the rates. Consequently, rates should 
be established for each age and sex by years of service at 
relevant ages and service durations. 


4. Rates of disablement should be appropriate to the experience of 
the plan. 


5. Proportion of the population married and the relationship of 
the husband's age to the wife's age, where available. 


6. Rates on remarriage where applicable. 


7. Proportion of termination employees electing vested pensions. 
This assumption could be covered under items (2) and (3). 
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Economic Assumptions 


These assumptions should reflect the characteristics of the fund 


but a common set of principles should be used in determining the eco- 
nomic assumptions. An overriding consideration should be that these 
assumptions be realistic for the long tem. 


eae haces.oL salary increases due to promotion, seniority, and 
productivity. 


2. Rate of inflation (or general salary increases) should be 
reflected separately from item (1). 


3. The interest assumption should reflect realistic estimates of 
the actual expected rates of return year by year in the long 
run. 


It would be helpful (where the plan's systems permit) to estab- 
lish for each year of the initial 10-year period the rate 
of interest on a best-estimate basis, reflecting the yields 
on existing investments and the prospective yields for new 
investments, as well as allowing for any expected changes in 
investment philosophy. A single rate approximating the year 
by year rates in the initial 10-year period would also be 
acceptable, but an explanation of how the substitute rate was 
developed would be necessary. For the period subsequent to 
the initial 10-year period, a reasonable long-term interest 
assumption should be employed. 


Alternatively, where the plan's systems do not permit the 
refinement outlined above, a single rate which would provide 
Similar results could be used. However, if a single rate is 
chosen, the report should outline the method used to establish 
the single rate. 


4, The growth rate in the Year's Maximum Pensionable Earnings 
under the CPP should follow the terms set out in the CPP 


Act. For the period after which specified increases are not 
set out in the act, an assumption appropriate to the general 
inflationary conditions should be used. 


Valuation Balance Sheet and Related Information 
Assets 

The invested assets should be presented with an attached exhibit 
showing each asset in the portfolio at both book and market value as 
well as nominal rate of return on both book and market. In the event 


that the assets are carried to the balance sheet at a value other than 
book or market, a description of the method used to establish the actu- 
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arial value along with reasons for using that method should be pre- 
sented. Any capitalized interest should be identified. 


In addition to the invested assets, the present value of future 
contributions from employees and future contributions from employers 
(where specified in the plan) should be stated. The amount of the 
statutory unfunded liability (under the Ontario Pension Benefits Act) 
should be shown as well, where applicable. Any balancing item as a 
result of this valuation should be identified. A breakdown of the 
required payments associated with the statutory unfunded liability 
should be included in a footnote. 


Any surpluses which are used to write down experience deficiencies 
should be identified and included in the balance sheet. 


Liabilities 


The actuarial liabilities should be set out showing the portion 
of liability associated with active members allocated by sex showing 
accrued and total service separately. 


If possible, it would be appropriate to allocate the active life 
liability to the various sources of benefits, i.e., withdrawal, disa- 
bility, death, and retirement. 


Liabilities associated with pensions in pay should be allocated by 
sex showing retirement, disability, and survivors' benefits separately. 


Other Items 


In addition to the items mentioned above, the present value of 
l per cent of payroll with projections over the future lifetime of 
the membership should be shown for males and females separately as a 
footnote to the balance sheet. 


Cash Flow Analysis 


A cash flow forecast should be provided for 10 years. This fore- 
cast should provide the information contained in the sample layout in 
Table 1 below. Except for the economic assumptions shown below, the 
assumptions used in the cash flow analysis should be the same as those 
used for the valuation. 


1. Rates of salary increases due to promotion, seniority, and 
productivity should be established to reflect the increments 


that could be expected on a best estimate basis in the future. 
2. Rates of inflation (or general salary increase). It is sug- 


gested that the inflation assumptions parallel or at least be 
related to the interest assumptions discussed below. 
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3. Interest assumptions should reflect realistic estimates of the 
actual expected rates of return for the next 10 years. The 
rate of interest should be established for each year of the 
period on a best estimate basis reflecting not only the yields 
on existing investments, but the prospective yields for new 
investments, aS well as allowing for any expected changes in 
investment philosophy. 


4. The growth rates in the Year's Maximum Pensionable Earnings 
under the CPP should follow the terms set out in the CPP Act. 


For the period after which specified increases are not set 
out in the act, an assumption appropriate to the general 
inflationary conditions should be used. 


It will also be necessary to introduce a stream of new entrants to 
the plan. This new-entrant population should be realistic and related 
to the expected employment climate. A profile of the new members should 
be provided. 


It would be helpful to have estimates at three-year intervals from 
the last Ontario Pension Benefits Act triennial valuation of possible 
changes in unfunded liability payments such as experience deficiencies. 
This could require valuations at intervals throughout the cash flow 
period using the cash flow projections of population characteristics and 
the valuation basis that would be used for the reports sent to the 
Pension Commission of Ontario. 


Timing 


Valuation dates as well as plan year-ends should be December 31 of 
each year. 


The actuarial valuation should be updated annually. It would be 
necessary to have a detailed re-examination of the demographic assump- 
tions only for the years in which a regular triennial valuation is due. 


Four copies of the Annual Valuation should be forwarded to the 
Pension Coordinator, Civil Service Commission within fourteen months 
from the date of the year end. He will ensure that copies are made 
available to the Taxation and Fiscal Policy and Finance Policy Branches 
of the Ministry of Treasury, Economics and Intergovernmental Affairs. 
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PART 1 — INTRODUCTION 


The Council of the Canadian Institute of Actuaries has approved the 


following recommendations for conduct of a member (hereinafter called 
"actuary") performing pension plan valuations. 


1.01 


1.02 


1.03 


Types of plans covered. Except where otherwise specifically 
excluded below, all pension plans, including plans spon- 


sored directly or indirectly by government or government 
bodies as employers of public servants, are covered by these 
recommendations. 


The following exclusions apply: 


- Plans of the "defined contributions" type. However, the 
type of plan variously referred to as "modified money 
purchase" or "target benefit" or "floor plan" falls within 
the scope of these recommendations. 


- Plans under which all benefits and all contingencies 
with respect thereto are underwritten and guaranteed 
by a company licensed to conduct annuity business in 
Canada. In all other cases where actuarial values are 
being calculated for benefits under an insurance contract, 
these recommendations will apply. 


- Social security programs, such as the Canada Pension 
Plan, the Quebec Pension Plan, or the Old Age Security 
benefits. If, however, an actuary is called upon to value 
the benefits under one of these plans, he should be guided 
by the principles underlying these recommendations to the 
extent applicable. 


Changes. These recommendations reflect the present state of 


actuarial and pension practice. The institute's policy is to 
change the recommendations from time to time to take account 
of advances in actuarial science and the evolution and the 
changes in the environment of pension practice. To that end, 
the Pension Standards Committee shall actively seek changes in 
the recommendations and propose them to council. 


Approximations. In certain situations it may not be practi- 
cable for the actuary to carry out a valuation in as rigorous 
a manner as he would ideally like. In such circumstances he 
may make appropriate approximations provided they do not 
materially affect the results. He should satisfy himself 
that such approximations do not infringe on the general 
requirements of these recommendations. 
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1.04 


1.05 


Materiality. A difference is material if it is significant to 
a user of the valuation report. The actuary should choose a 
standard of materiality which will reasonably satisfy each 
normal user of the valuation report. 


Documentation. The actuary may be called upon to justify his 
work. He should therefore be prepared to provide documenta- 
tion supporting the rationale for his decisions in the context 
of these recommendations. 


PART 2 — DATA 


2.01 


2.02 


Bes 


2.04 


Obtaining data. The actuary should provide suitable instruc- 
tions to the employer or to the source providing the data so 
that when received they will be sufficient and reliable for 
the purposes of the valuation. The actuary should obtain 
confirmation from his source of data that they are complete 
and accurate or a description of the extent to which they are 
not. 


Establishment of check procedures. The actuary should estab- 
lish suitable check procedures to test the validity of the 
data which form the basis for the valuation of assets and 
liabilities. 


Plan provisions. The actuary should obtain plan documents and 
other information to determine the plan provisions suffi- 
ciently accurate for the purpose of the valuation. The 
valuation should be based on the current plan provisions 
except when the valuation is to include the financial effect 
of proposed plan changes. A brief summary of the provisions, 
as valued, should be included in the valuation report. 


Disclosure of data source and checks. ‘The actuary's valuation 
report should mention the date as of which the data were 
compiled, the sources of the data, any assumptions made with 
respect to unavailable information and should state that tests 
of validity, deemed suitable by him, were carried out. A 
summary of the statistics pertaining to the group, broken down 
according to significant categories should also be included in 
the valuation report. 


PART 3 — ACTUARIAL ASSUMPTIONS 


3.01 


Appropriateness. The actuarial assumptions selected should 
reflect the actuary's judgment of future events affecting the 
related actuarial value. They should take into account the 
actual experience of the covered group to the extent that 
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3.03 


information is available and applicable, but in recognition 
of the nature of a pension plan, they should also reflect 
expected long-term trends rather than give undue weight to 
recent past experience. The actuary may take into account 
general or specific information available from other sources, 
including the plan sponsor, plan administrator, investment 
Managers, accountants, and economists. 


Relationship between assumptions. The actuary should give 


independent consideration to the reasonableness of each actu- 
arial assumption. He should ensure that the assumptions used 
by him are, as a whole, consistent and reasonable. Bearing in 
mind the interrelationship of the actuarial assumptions, 
the actuary may wish to use one or more assumptions that he 
does not consider independently reasonable. In such a case, 
the actuary may make compensating adjustments in related 
assumptions, to generate results which are similar to those 
which would follow from a set of assumptions, each of which 
is independently reasonable. The actuary should disclose 
the nature of the compensating adjustments in the valuation 
ECDOr Gs. 


Selecting assumptions. The actuary should make an assumption 


about every contingency occurring after the valuation date 
which materially affects the valuation results. This includes 
a conscious decision to ignore a given contingency where this 
is appropriate. 


The following list, which is not exhaustive, includes typical 
factors about which assumptions may be necessary. 


a) Economic assumptions 
(cin) investment return 
(13) salary increases 
(111) development of government plans 
(iv) post-retirement pension adjustments 
b) Decremental assumptions 
(Gry) incidence of normal, early and deferred retirement 
(11) disability and disability recovery 
(111) voluntary and involuntary termination 
(iv) mortality, before and after retirement or 
disability 


c) Other assumptions 


(i) family composition 
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3.04 


3.05 


(ii) marriage: marital status at termination, death, 
retirement; age differences between spouses; 
remarriage and divorce rates 

(iii) the level of administrative expenses 

(iv) election of optional forms of benefits 

(v) number of hours worked by hourly-paid employees 

(vi) the current composition base upon which the salary 
increases are to apply 

(vii) future new entrants to the plan 


In the choice of economic factors the actuary should have 
regard to their interrelationship, as demonstrated by past 
experience as well as by economic theories. For example, one 
approach is to assume that the economic factors may be broken 
down into their basic components as in the model shown in the 
appendix. 


Plan changes. The actuary should give careful consideration 
to any change in plan design which may significantly alter the 
level and trend of expected future experience. 


Disclosure of assumptions. The valuation report should con- 
tain a description of the assumptions that were used in 
the valuation. If an assumption has not been made about a 
contingency which could materially affect the valuation, the 
description should include a reference to such contingency. 
In the report the actuary should disclose any changes made to 
the assumptions since the last valuation and should indicate 
the effect of the changes. 


PART 4 -— ACTUARIAL METHODS 


4.01 


Choosing the method. The choice of the actuarial method to be 
used for a valuation will depend on the purpose and circum- 
stances of the valuation. Such purposes May encompass: 


- the funding of the plan for the purpose of setting aside 
assets to provide for the benefits in advance of their 
actual payment; 


- the accounting for the costs of the plan for the purpose of 
properly allocating the costs between succeeding genera- 
tions. This represents the costs to be charged against the 
current operations of the plan sponsor; 


~ the allocation or distribution of assets of the plan on 
plan wind-up, company merger, or spinoff; 
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the determination of the value of benefits under the plan. 
This may be required for the purpose of comparison of 
compensation packages. 


4.02 Funding of the plan 


a) 


Selection of the actuarial method for funding. One of 


the fundamental purposes of funding is to provide security 
of benefits provided under the terms of the plan with 
respect to service that has already been rendered, without 
further recourse to the assets of the plan sponsor. In 
formulating his recommendations as to: 

- the choice of the actuarial method for funding and 

— the resuiting level-of funding, 

the actuary should bear this fundamental purpose in 
mind in the interests of all plan participants. This 
would normally entail projection of salaries through to 
retirement in the case of a final or best average pay plan 
and a projection of post-retirement adjustments in a plan 
which contains a specific provision for post-retirement 
adjustment of pension. 


The other factors which will influence the actuary's 
recommendations include the following: 


- the value of benefits provided; 

- the desired stability of future contribution levels; 

- the future expansion/contraction plans of the employer; 
- collective bargaining considerations; 

- possible future plan changes; 


- the future cash flow requirements of the plan and of 
the employer; 


- alternative uses of money; 
- tax considerations; 
- specific statutory requirements; 


- the profile of the current plan membership and likely 
future changes. 
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4.03 


4.04 


If his valuation reveals a shortfall or excess of the 
value of the assets, the actuary should recommend an 
appropriate period for the amortization of such shortfall 
or excess. 


b) Effect of the selected method(s) 


The actuary should explain to the plan sponsor the effect 
of the selected funding method(s) on the security of bene- 
fits and the stability and level of future contribution 
rates. The actuary should, in appropriate circumstances, 
explain the possible consequences of deficient or exces- 
Sive funding. 


If the actuarial method used for funding is not appro- 
priate for the accrual of pension costs as described 
in Section 4.04, the actuary should disclose this in 
his report, so that proper provision can be made in the 
accounts of the plan sponsor, notwithstanding the pace of 
funding selected. 


Accounting for the costs. Accounting practices require that 
the costs of the plan be charged to the current operations of 
the plan sponsor in a manner that will ensure a reasonable and 
consistent allocation of costs between succeeding years of 
Operations of the plan sponsor. Thus, the costs will be 
distributed equitably between generations of shareholders, 
taxpayers, Owners, etc., as applicable. 


When calculating costs for accrual purposes, the actuary 
should use an actuarial method which, consistent with account- 
ing practices, provides for the allocation of costs in a 
gradual manner over the working lifetimes of the plan member- 
ship. Two examples of the implication of this requirement are 
given below: 


a) Ina final or best average pay plan, salaries should be 
projected through to retirement. 


b) In a plan which contains a specific provision for post- 
retirement adjustment of pension, a projection of such 
adjustment should also be made. 


Other cases should be dealt with in a manner consistent with 
these examples. 


Allocation or distribution of assets. In the case of plan 


wind-ups the actuarial valuation performed in order to deter- 
mine the allocation of assets will normally entail: 
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4.05 


4.06 


- calculation of the actuarial value of the benefits accrued 
in accordance with the plan provisions as of the valuation 
date; 


- if the assets are insufficient, allocation of priorities 
for the various benefits in accordance with the plan 
provisions, subject to any overriding legal requirements; 


—- ' if the assets are more than sufficient, the disposal of 
the surplus in accordance with the plan provisions, or in 
absence of specific plan provisions, in accordance with 
the instructions of the plan sponsor, subject to any 
overriding legal requirements. 


When advising on the allocation of plan assets in the event of 
a plan reorganization or sale or purchase or reorganization of 
the plan sponsor, the actuary should pay particular attention 
EO: 


- the financial position of the plan as if it were being 
wound up, aS well as on an ongoing basis; 


- the equity of various employee groups; 


- any agreement or understanding reached between the parties 
to the sale/purchase/reorganization. 


Determination of values of benefits. Any comparison of values 


of benefits should have regard to the following: 


- the comparison with respect to each element of benefit 
will usually be made on the basis of the same funding 
method and, unless the actuary otherwise deems it appro- 
priate because of the particular circumstances of the 
situation, the same actuarial assumptions; 


- the actuary should ensure that any differences due to the 
profile of the groups of employees involved do not bias 
his comparisons (if more than one group of employees is 
involved); 


= when comparing different types of plans, the actuary 
should ensure that the comparisons are not distorted. 


Disclosure of actuarial methods. The valuation report should 
contain a description of the actuarial methods in sufficient 
detail to make it understandable to another actuary. In the 
report the actuary should disclose any changes made to the 
actuarial methods since the last valuation and should indicate 
the effect of the changes. 
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PART 5 — ASSET VALUATION METHODS 


5.01 


Selection of the asset valuation method. The valuation of the 


assets and the valuation of the liabilities are interdependent 
and one cannot be considered in isolation from the other. The 
asset valuation method selected by the actuary should be such 
that it will produce a value of the plan's assets (cash, 
investments, and other property) which: 


- 1s consistent with the economic assumptions used for the 
calculation of the related actuarial value of benefits; 
and 


- provides an objective recognition of the long-term value 
in the context of the economic assumptions selected. This 
may require the removal of the effects of the short-term 
volatility of asset values. 


The actuary should bear in mind the current market value 
of the assets and the past trend of market values to the 
extent that he has reflected these in selecting the economic 
assumptions. 


The selection of consistent assumptions may be achieved either 
by considering assets, other than cash, as being represented 
by a series of future payments into the fund just as the 
liabilities represent a series of future payments out of the 
fund, or by discounting the liabilities using interest rates 
which reflect in a meaningful way the expected future yield of 
the assets and their re-investment, or by any other suitable 
method. 


In the case of plan termination, merger, spin-off, etc., where 
the benefits have been valued at current market value, the use 
of market value of the assets would normally be desirable. 


An asset valuation method may involve the direct discounting 
of the expected investment income from all or some of the 
assets. In such cases the actuary should give consideration 
to the differences in types of assets and the concomitant 
differences in their risk characteristics, their outstanding 
terms and reinvestment rates. The discounting rate used 
should be consistent with the economic assumptions used for 
the actuarial value of the benefits. For example, if a 
Single rate of return is being used for the value of benefits 
(as an aggregate of a select rate for the next few years 
and an ultimate rate thereafter), the same rate may not be 
appropriate for the discounting of the expected investment 
income from the assets, bearing in mind that the average term 
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5.02 


of assets will normally be shorter than the average term of 
benefit payments in most plans. 


Disclosure of asset valuation method. The valuation report 
should contain a clear statement of the asset valuation 
method. For comparison purposes, the current book and market 
values of assets, if available, should also be reported. In 
the report, the actuary should disclose any changes made to 
asset valuation methods since the last valuation and should 
indicate the effect of the changes. 


PART 6 — CONTINGENCY MARGINS AND RESERVES 


6.01 


6.02 


Contingency margins and reserves. The actuary may introduce 
reasonable contingency margins and reserves in the valuation 


of a pension plan. For example: 


- if discrepancies revealed through the checks performed on 
the data received are not resolved and, as a result, he 
does not have complete confidence in the data supplied, he 
may set up a specific contingency reserve; 


- in making an assumption, the actuary may find it appro- 
priate to introduce an element of caution, bearing in 
mind the degree of uncertainty in assumptions and the 
potential for adverse fluctuation regarding both assets 
and liabilities. In deciding the size of margins against 
the effect of adverse fluctuations in the experience, the 
actuary may take into account the size of the plan, the 
financial strength of the plan sponsor, and the nature of 
the plan's benefits. Any provision against adverse 
deviations may be in the form of an explicit contingency 
reserve; 


- the actuary may provide for margins or contingency re- 
serves in anticipation of expected benefit improvements. 
Such provision may be in the form of an explicit contin- 
gency reserve. 


Disclosure of contingency margins and reserves. The valuation 
report should contain a description of the nature of any 


material contingency margin or reserve which the actuary 
has provided for - whether set up as an explicit reserve or 
implicitly through conservative assumptions or methods. In 
the report the actuary should also disclose the approximate 
Overall financial impact of these margins and reserves and any 
changes made since the last valuation. 
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PART 7 — REPORTING 


7.01 


7.02 


7.03 


Report contents. The report on the valuation of a pension 
plan prepared by an actuary should contain information which 
will be sufficient to permit another actuary to make an 
objective appraisal of the valuation. 


In addition to the items set out in Parts 1 through 6 of these 
recommendations every report should contain: 


- the name and signature of the actuary directing the report 
and his professional affiliation; 


- the name of the person or firm retaining the actuary for 
the report, and the purpose which the report is intended 
to serve; 


- the effective date of the valuation; 


- a summary of the valuation results in sufficient detail to 
satisfy the purpose of the valuation; 


- the actuary's statements of opinion (described hereafter) 
as regards the data, the actuarial assumptions, and the 
actuarial method upon which the valuation is based. 


Data statement. The actuary should state that in his opinion 
the data on which his valuation is based are sufficient and 
reliable for the purpose of the valuation. The actuary can so 
state provided that: 


- he has had an adequate response to his request for the 
data and information that he considers sufficient and 


reliable for the valuation; 


- he has performed such tests as he considered necessary in 
the circumstances; and 


- his tests have satisfactory results. 


If the actuary cannot make such statement, he should disclose 
the reasons in the valuation report. 


Statement as to assumptions. The actuary should state that, 


in his opinion, his assumptions are "adequate and appropriate" 
for the purposes of the valuation. In the context of pension 
plan valuations: 


= the word "adequate" should be interpreted as meaning 
"fully sufficient in view of the circumstances of the plan 
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7.04 


7.05 


and the actuary's judgment regarding the future course of 
events," but should not be interpreted as precluding some 
degree of conservatism; and 


- the word "appropriate" should be interpreted as meaning 
"Suitable in view of the circumstances of the plan and the 
purpose of the valuation." 


He should indicate that, nonetheless, emerging experience 
differing from the assumptions will result in gains or losses 
which will be revealed in future valuations. In the case of a 
second or subsequent valuation, the valuation report should 
include a reconciliation of the valuation results and identify 
the sources of experience gains and losses since the last 
valuation, to the extent reasonable in the context of the 
purpose of the valuation and the number of participants in the 
plan. 


Statement as to methods. The actuary should state that, 
in his opinion, the methods employed in his valuation "are 
consistent with sound actuarial principles" for the purpose of 
the valuation. The actuary can so state provided that his 
actuarial method for the valuation of plan benefits and his 
asset valuation method are consistent with each other in the 
context of the actuarial assumptions used for the valuation, 
and they comply with the recommendations contained herein. 


Statement as to conformation. The actuary should state that 


the report has been prepared, and his opinions given, in 
accordance with generally accepted actuarial principles. The 
actuary can so state provided he has followed the principles 
set out in the Institute Guides, Opinions and Recommendations. 
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Table 1 
Model Showing Basic Components of Economic Factors 
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NOTES 


(1) Paul A. Gewirtz and Robert C. Phillips, "Unfunded Pension 
Liabilities...The New Myth." Financial Executive. Toronto: 
Financial Executives Institute, August 1978. 
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Legislative History of Major Ontario Public Sector Pension Plans 


This history of the five major public sector pension plans outlines 
selected amendments to the specific acts governing the plans. Except 
for the Hospitals of Ontario Pension Plan, each plan is regulated by 
its own legislation in addition to the general Pension Benefits Act. 
Although it is often suggested that HOOPP is a private sector plan it is 
treated as a public sector plan because of the direct relationship of 
government funding of health care. The hospitals' obligation to make 
pension payments ultimately becomes an Ontario government responsi- 
bility. Therefore the plan is dealt with as part of the public sector. 


PUBLIC SERVICE SUPERANNUATION 


The original plan(1l) was compulsory for full-time employees, 
although provision was made for employees who were temporary prior to 
November 1, 1920, and subsequently moved to permanent positions, to 
contribute from November 1, 1920. ‘Those employed on a temporary basis 
after that date but subsequently transferred to a full-time position, 
could elect within one month to contribute for the period of temporary 
employment. 


A pension was payable on retirement at age 70 with 10 years' con- 
tinuous service or after 10 years of continuous service if termination 
resulted from other than misconduct, and on an optional basis at age 65 
after 30 years of service. Otherwise, contributions were returned with 
interest at 5 per cent per annum. The pension was calculated as 2 per 
cent of the average of the last three years' salary multiplied by the 
years Of service (to a maximum of 30) with a maximum pension of $2,000 
per year. A retroactive amendment in the 1924 legislation set a minimum 
benefit of $360 per year.(2) For employees over retirement age when the 
plan began who retired subsequently, the annual payment was one-half 
their last annual salary, to the $2,000 yearly maximum. For an employee 
reaching retirement age before completing 10 years' service, the payment 
was One-tenth of annual salary for each year of service, still subject 
to the $2,000 annual benefit maximum. 


Contributions that were made by payroll deduction, beginning in 
November 1920, were based on the age of the contributors and ranged 
from 2-1/2 per cent for those under age 21 to 5 per cent for those 45 
years and over.(3) Contributions were matched by the employer from 
Consolidated Revenues. 


Death benefits were payable to widows and children only, though the 
widow had to be over age 50 and have married the employee before he 
reached age 60. For members having 10 years of continuous service, the 
death benefit paid was one-half of the accrued pension; if the widow 
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died or remarried the allowance went to any children under age 18. If 
there were no widow or children the benefit was the greater of 


a) a lump sum not to exceed one year's salary at the rate of the 
average of the last three years' salary; or 


b) a return of the employee's contributions with interest at 5 per 
cent compounded annually. 


In cases of death before completing 10 years' service, a lump-sum 
payment of the employee's contributions with 5 per cent annual interest 
would be paid. When a pensioner died before receiving an amount equal 
to one year's salary, his representative received either the balance, or 
the actual contributions made plus interest at 5 per cent less pension 
payments. If the deceased left a widow and children the payment was 50 
per cent of the pension being paid to the widow for her lifetime or 
until she remarried, and then to the children until age 18. 


Retirement because of disability earned a pension considered to be 
and computed as a superannuation allowance. 


The fund was the responsibility of the Treasurer of Ontario and 
earned interest at the rate of 5 per cent per annum. Any deficiency was 
to be made up from Consolidated Revenues until such time as the fund 
was solvent. An annual statement had to be made to the Legislature. 
Administrative costs were covered by legislative appropriation. 


A board was set up, composed of the President of the Executive 
Council who acted as chairman, the Civil Service Commissioner and one 
representative of the Ontario Civil Service Association, plus one member 
to be appointed by each recognized party in the legislature. The board 
decided on the entitlement to benefits. 


The act also contained a provision allowing public servants who 
were then contributing to the Teachers" and Inspectors' Superannuation 
Fund to transfer to the Public Service Superannuation Fund if they so 
chose. Further, the act required that all married male plan members 
furnish proof of life insurance with a reliable company for an amount of 
not less than $5,000. 


Benefits 


The formula of 2 per cent of average salary in the last three years 
multiplied by years of service (to a maximum of 30) persisted until the 
Public Service Act, 1947 took effect, with Superannuation forming Part 
II of the Act.(4) At this time the maximum number of years for compu- 
tation was raised to 35, the maximum payment increased from $2,000 to 
$3,000, and the minimum was set at $600 provided that amount was less 
than 70 per cent of the average salary during the last three years of 
service. The following year(5) an amendment allowed the best three 
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consecutive years' salary to be used rather than the last three. In the 
amendments of 1960-61(6) the maximum allowance provision was repealed. 
In 1961-62(7) the basis of salary for calculation was changed from the 
three highest years to the highest consecutive 36-month period. With 
the advent of the Canada Pension Plan in 1966 the basis changed in order 
to provide integrated benefits, with provisions for grandfathering in 
the case of persons employed before January 1, 1966.(8) The new basis 
for calculating benefits was 2 per cent of the average annual salary 
during the highest consecutive 60 months multiplied by the years of 
service to a maximum of 35 minus .7 per cent of salary up to the YMPE 
multiplied by the years of contributory service after January 1, 1966. 
No reduction occurred for persons retiring between age 60 and 65 with 20 
years' contributions until they reached age 65. Nor was any reduction 
made for disability payments for those retiring before 1967 until CPP 
disability benefits became payable in 1971. Allowances were computed 
when CPP began for those who retired before being eligible for it. In 
other cases the reduction was 5 per cent per year for each year under 
age 65 except for persons with credit prior to January 1, 1966. [In 
1975(9) the minimum allowance of $600 per year was repealed. 


In addition to the normal superannuation benefits, a system of 
compensation allowance for persons "whose services have been dispensed 
with" before retirement age was introduced in 1935,(10) retroactive to 
1934, Based on a combination of age and service, the allowance was 
available to persons age 45 with 25 years' service, age 50 with 20 
years' service, or age 55 with 15 years' service. It was based on the 
average yearly salary in the last three years, but was not to exceed 
One-seventieth the annual salary multiplied by a maximum of 30 years of 
service; the total was not to exceed $1,500 per year. In 1947(11) the 
maximum was set at $2,000 per year, to be based on a service maximum of 
35 years. In 1953(12) an amendment provided that all employees under 
age 60 who were dismissed could receive compensation allowances, on a 
sliding scale based on age. In 1955 the age was raised to 65.(13) In 
1958(14) the provision for such allowances was repealed. 


In 1975, through the Superannuation Adjustment Benefits Act, 
S.O. 1975, c. 82, benefits were indexed to the Consumer Price Index to a 
maximum of 8 per cent. 


Eligibility 


The original definition of "employee" in the 1920 legislation was 
amended in 1924(15) to extend the definition retroactive to 1922 to 
include sheriffs of districts or counties, whether paid a salary or a 
fee. Also, staff of any board or commission of the government were 
included. In 1933(16) the meaning of employee was clarified to exclude 
anyone hired who could not serve 10 full years before retirement. In 
1937 the period was raised to 15 years before age 70.(17) In 1941 
Magistrates were deemed to be employees if they were under age 55 on 
January 1, 1941, were appointed after that date and were under age 55, 
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or could serve 15 years before retirement.(18) In 1948(19) some jailers 
and jail employees were covered, with provision for back payment. The 
act also applied to deputy magistrates and full-time judges or deputy 
judges of family or juvenile courts. Amendments in 1952-53(20) extended 
coverage to County Registrars of Deeds and their full-time permanent 
employees. In 1955(21) Magistrates' full-time court staff became eli- 
gible. In May of 1956 married women were allowed to contribute. In 
1962 it was provided that jailers and jail employees appointed after 
August 1 would not be covered.(22) From 1971(23) the act applied to the 
permanent staff and the full-time probationary staff of any board, 
commission, or foundation established under any act of the legislature 
that is designated by the Lieutenant-Governor in Council and to any 
full-time employees in designated positions whose request for coverage 
1s approved by the Lieutenant-—Governor in Council. 


Contributions 


The sliding scale of percentages based on the age of contributors 
persisted until 1936 when a rate of 4 per cent of salary was fixed for 
all members.(24) Beginning on March 1, 1948 the rate depended on the 
level of salary and length of service. For persons whose continuous 
service began before March 1, 1948 the rate remained at 4 per cent; for 
those beginning on or after that date the rate was set at 5 per cent for 
persons earning less than $1,500 per annum, and 6 per cent for those 
earning $1,500 or over.(25) In 1957(26) the rate was changed to 6 per 
cent of salary for all contributors. In 1966, when the Canada Pension 
Plan was introduced, the contributions were integrated. From that time 
members contributed at the rate of 6 per cent up to the YBE, 4.2 per 
cent between the YBE and the YMPE, and 6 per cent above the YMPE. Mini- 
mum age for contributions was set at 18, in line with the CPP. 


The employer matched employees' contributions out of Consolidated 
Revenues until the amendment of 1974 which required the employer portion 
to come from legislative appropriation. (27) 


Employees’ contributions are subject to maximum age limitations; 
when mandatory retirement at age 70 was legislated in 1931, it was 
provided that superannuates might be rehired but might no longer con- 
tribute to the fund,(28) though further service could be counted toward 
the eventual reinstated pension. In 1965(29) it was provided that 
contributions should cease at age 65 except for persons who had been 
employed and were over age 50 on March 1, 1948 who were permitted to 
contribute to retirement or age 70 whichever came first; persons under 
age 50 and employed on March 1, 1948 but reappointed when over age 65 
who were allowed to contribute to retirement; those age 70 or with 
30 years' continuous service whichever was earliest, and magistrates 
appointed before May 1, 1952 who could contribute until reaching the 
retirement age for magistrates (age 75). In 1966(30) contributory age 
was rationalized with the new Canada Pension Plan, and contributions 
ceased at termination of employment in the public service or age 70, 
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excluding magistrates appointed before July 1, 1941 who were under the 
aegis of the Magistrates' Act and could continue to contribute until 
age 75. However, an optional cessation of contributions over age 65 
existed. Any employees over 65 and still employed on July 8, 1966 were 
permitted to elect within six months to contribute beyond age 65. 


Contributions for past non-contributory service, such as temporary 
employment, continued to be permitted by legislation. In 1946(31) 
persons moving to a permanent position were permitted, upon notice to 
the board within three months of appointment, to contribute for past 
continuous temporary service plus interest at 3 per cent per annum. In 
1947(32) the provision was amended to allow notice to be given within 
Six months of the amendment's coming into force or within three months 
of appointment. In 1956(33) it was provided that the election to 
contribute for continuous casual service had to be made by December l, 
1956 or three months from the date of appointment, whichever was later. 
Beginning in 1957(34) the rate of contribution depended on the date of 
hire, with those employed permanently after April 1, 1957 contributing 3 
per cent of salary, those employed before April 1, 1957 paying 4 per 
cent to April 1, 1957 and 6 per cent thereafter, or 6 per cent overall, 
with payments to be subject to interest at 5 per cent per annum. Notice 
of intent to contribute was to be given before March 31, 1959. In 
1964(35) the provision was amended to allow those appointed on or after 
April 1, 1964 to contribute with interest at 3 per cent, subject to 
notice of intent within one year of appointment. For those appointed to 
permanent positions before April 1, 1964 the option remained open until 
December 31, 1965 to elect to pay, with interest at 5 per cent per 
annum. By 1971(36) the provision was widened to allow contributions for 
non-contributory service immediately prior to appointment to be made any 
time before ceasing to be an employee. 


In 1974(37) credit for military service allowed for back contri- 
butions at 12 per cent of salary and covered military service in World 
War II and Korea. In 1975(38) coverage was widened to include the 
merchant marine. 


Pursuant to the Superannuation Adjustment Benefits Act, an addi- 
tional contribution of 1 per cent by the employee and 1 per cent by 
employer is paid on account of indexing. 


Vesting and Locking-in 


Although statutory vesting and the locking-in rule of age 45 and 
10 years' service was not in effect until 1965, deferred annuities to 
terminating employees with 10 years' service have been available under 
the Public Service Superannuation plan since 1958. Before that time a 
return of contributions was provided upon termination of employment. 
The original act that provided for interest at 5 per cent was amended in 
1933(39) so that contributions made before May 1, 1933 earned 5 per 
cent, those after that date earned 3 per cent. However, if a job was 
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abolished or the employee was disabled or reached retirement age before 
having a pension, the interest earned was at 5 per cent. The Public 
Service Act 1947, (Part II)(40) provided a return of contributions only 
for persons employed less than three years, otherwise interest was at 3 
per cent. This provision was also applied to contributions to the 
Public Service Retirement Fund under Part III of the Public Service Act 
in 1952.(41) Beginning in 1958(42) annuities were payable for persons 
who had contributed for 10 years or more, provided they were under age 
50 when continuous service began, as follows: 


- those ceasing employment before age 65 received a deferred 
annuity at 65; 


- those ceasing employment after age 65 earned an. immediate 
annuity; 


- those ceasing employment after age 50 but before age 60 received 
an immediate annuity, with the approval of the Lieutenant- 
Governor in Council, as did former contributors with deferred 
annuities. 


The annuity was the accrued pension reduced by 1 per cent per year 
for each year of service less than 20. 


In 1960-61(43) a deferred annuity at age 60 became payable for 
those with 10 years' contributions who ceased employment before age 60. 
The maximum age 50 for service was repealed. 


In 1965(44) benefits were locked-in at the statutory age 45 with 
10 years' service. Beginning in 1966(45) employees who entered the 
public service on or after January 1, 1966, who ceased employment before 
age 65 after 10 or more years' service, earned a deferred annuity at 
age 65, with the approval of the Lieutenant-Governor in Council an 
immediate annuity on cessation of employment after age 55. Those with 
deferred annuities might convert them to immediate annuities after age 
55, with the approval of the Lieutenant-Governor in Council. Anyone 
who qualified for a deferred annuity before January 1, 1966 and was age 
50 or more, Or anyone with credits before January 1, 1966 who ceased 
employment after age 50 but before age 60, or who had a deferred annuity 
and was at least age 50, earned an immediate annuity, with the approval 
of the Lieutenant-Governor in Council, computed as of December 31, 
1965. Beginning in July of 1966 unvested contributions were returned 
with interest at 3 per cent per annum to July 8, 1966 and 3 per cent 
per annum compounded semi-annually. In 1975(46) the interest rate 
was increased to 5 per cent per annum compounded annually. Current 
provisions allow for a vested pension after 10 years of contributory 
service and locking-in at age 45 with 10 years' service, in which case a 
deferred annuity is payable at age 65. 
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Portability 


The original legislation allowed for transfers between the Teach- 
ers' and Inspectors' Superannuation Fund and that of the Public Service, 
provided election was made before July 1, 1920. The option continued 
under the 1927 Act(47), and in the case of employees appointed after 
July 1, 1927 notice was required within 30 days of hire. The provisions 
of the 1937(48) amendments required interest to be paid at 4-3/4 per 
cent compounded annually on any transfers, with the requirement for 
notice continuing to be 30 days. In 1941(49) provision was made for 
transfers to the pension plan of the Civil Service of Canada. Revisions 
in 1948(50) allowed for transfers to the civil service of any muni- 
Ccipality and expanded the provisions of the transfers to the Teachers' 
Fund. Persons employed after March 1, 1948 could elect within 60 days 
to transfer credits; those employed on or before that date who had 
withdrawn contributions could reinstate credits with interest at 4-3/4 
per cent compounded semi-annually. But any credit on transfers from the 
Teachers' Fund could not exceed 18 years' service or 70 per cent of the 
credit in the Teachers' Fund. With the formation of the Public Service 
Retirement Fund in 1951 the right to transfers continued, and credits 
were transferable between the Retirement Fund and the Superannuation 
Fund. In 1953(51) the matter of teachers' transfers was clarified 
to allow for a maximum credit of 20 years of service and 70 per cent 
of credits in the fund. In 1960(52) interest on the transfers from 
the Retirement Fund to the Superannuation Fund was set at 3 per cent 
per annum. Amendments in 1961(53) included transfers to any province 
in Canada and allowed for the signing of reciprocal agreements. In 
1965(54) credits were allowed to be transferred with accumulated in- 
terest and election was required within 60 days of appointment. In 
1966(55) credit was increased to 100 per cent of continuous service or 
70 per cent of continuous and non-continuous service still with the 
20-year maximum. ‘There was provision for retroactivity upon application 
in writing. 


In 1970(56) transfers were allowed between the Public Service Fund 
and any Crown Corporations of Canada or the provinces. In 1971(57) 
the staffs of universities and colleges were added. Amendments of 
1974(58) allowed transferring to the Canadian Forces and chaplaincy 
service, and establishing prior service with approved employers, if 
double contributions plus interest were paid. In addition, transfers to 
the Teachers' Fund were at 6 per cent interest compounded annually. In 
1975(59) transfers were extended to the staff of any government-related 
agencies or public institutions assisted by monies from legislative 
appropriation or any corporations whose controlling interest is owned by 
Ontario. As of March 31, 1978, the plan had reciprocal agreements with 
the following bodies: 
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Alberta Civil Service Superannuation Fund 

Anglican Church of Canada Pension Fund(a) 

British Columbia Civil Service Superannuation Fund 
Canada Public Service Superannuation Fund 

Canadian Broadcasting Corporation Pension Fund 
Central Mortgage and Housing Corporation Pension Fund 
Evangelical Lutheran Church of Canada Pension Fund(a) 
Hospital for Sick Children Employees Pension Fund 
Hospitals of Ontario Pension Fund 

McMaster University Pension Fund 

Manitoba Civil Service Superannuation Fund 

New Brunswick Civil Service Superannuation Fund 
Ontario Hydro Pension Fund 

Ontario Municipal Employees Retirement System 
Ontario Research Foundation Pension Fund 

Ontario Teachers' Superannuation Fund 

Prince Edward Island Civil Service Superannuation Fund 
Queen's University Pension Fund 

Retirement Pension Plan of Colleges of Applied Arts and Technology 
Saskatchewan Civil Service Superannuation Fund 
Saskatchewan Power Corporation 

Toronto Western Hospital Employees Pension Fund 

Trent University Pension Fund 

United Church of Canada Pension Fund 

University £ Guelph Pension Fund 

University of Ottawa Pension Fund 

University of Toronto Pension Fund 

Workmen's Compensation Board Superannuation Fund 

York University Pension Fund 


a Applies only to Ontario public service chaplains. 


Retirement Age 


The original provisions of the legislation allowed for retirement 
at age 70 with 10 years' service, at age 65 with 35 years' service, 
or for disability after 10 years' service. An amendment in 1924(60) 
retroactive to 1923 allowed for a superannuation payment upon forced 
retirement, other than for misconduct, after 25 years' service. In 
1928(61) mandatory retirement was legislated for persons age 60 with 25 
years' service, and in 1933(62) an optional retirement provision of age 
65 with 25 years of service was introduced. The 1947 legislation(63) 
provided for a pension for those at age 65 with 15 years' service, or 
at 60 with 25 years' service; for those over age 55 at the time of 
enactment, or at age 70 with 15 years of contributions (10 years in the 
case of someone hired before June 25, 1937). The following year(64) 


this last provision was amended to apply to persons age 50 and over on 
March 1, 1948. 
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An amendment in 1961-62(65) which provided for a pension at age 60 
with 20 years' service was extended in 1966(66) to age 65 with 10 years' 
contributions. In 1971(67) provision was made for a pension when age 
and service totalled 90 for those retiring after November 1, 1971. 
These provisions are in effect today. 


Survivor Benefits 


Apart from the death benefit payable under the 1920 legislation, 
married male employees were required to submit evidence of $5,000 life 
insurance. The amount was lowered to $2,000 in the 1922(68) amendments 
and the provision repealed in 1937.(69) Fram October 1, 1965 group life 
insurance covered all public servants. 


The survivor benefit provisions were amended in 1928(70) so that no 
pension was payable either to a widow who had married the deceased 
after his superannuation began, or to any of her children. In 1933(71) 
provision was made for payment of the accrued allowance or a return of 
contributions with 5 per cent interest compounded annually in case of 
death before retirement where no widow or children survived. Where 
death occurred after retirement but before one full year's allowance 
was received, and no widow or children survived, the amount paid to a 
representative of the deceased was the balance of the allowance for 
the year or the difference between contributions made and the pension 
already received. In 1938(72) provision was made for contributions to 
be refunded at 5 per cent annual interest or for such interest to be 
added to contributions in cases where a lump sum of the difference 
between contributions made and benefits received was being made to 
the estate. In the 1947 Act(73) death before retirement entitled the 
personal representative of the deceased to a lump-sum payment of twice 
the contributions with interest at 3 per cent per annum. The death of a 
pensioner entailed payment of contributions with interest at 3 per cent 
less benefits paid, and where the employee or pensioner was a widow, 
her children under age 18 were entitled to benefits. In 1958(74) the 
Survivor benefit to a widow was one-half the annuity to the employee. 
If no widow survived, or if she died or remarried, the allowance was 
paid to any child under age 18. If no widow or children survived, a 
refund of contributions at 3 per cent less benefits received was paid. 


Amendments in 1960-61(75) provided for payment to begin on the 
first of the month following the month of entitlement, and to cease on 
the last day of the month in which disentitlement occurred, rather than 
beginning on the day after entitlement, as provided for in the 1920 
Act. 


Beginning in July 1966(76) the allowance to a widow or children was 
half the accrued pension to age 65, and a dependent widower's benefit 
was payable on the same basis if the marriage had lasted at least one 
year at the time of the employee's death. Although no allowance was 
paid in the case of a widow who married the pensioner after superannu- 
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ation began, a refund was paid of twice the contributions with interest, 
less pension benefits paid. In cases of death before eligibility for 
CPP survivor benefits (January 1, 1969), the pension was calculated on 
the old formula, otherwise the allowance was reduced by 5 per cent per 
year for ages less than 65 to a maximum of 50 per cent. Amendments in 
1969(77) recognized the common-law widow in cases of co-habitation 
of seven years if there was a hindrance to the marriage, or in cases 
where the couple had lived together for a number of years, representing 
themselves as husband and wife. 


In 1971(78) payments of refunds where no pension was payable be- 
cause service was under 10 years were extended to widowers. In 1974(79) 
the definition of a dependent child was enlarged to include those in 
school or university full-time up to age 25. Amendments in 1975(80) 
recognized the common-law widower and reduced the requirement in both 
cases to 12 months' cohabitation. In cases of legal separation where a 
spouse was not entitled to the benefits, children of the marriage were 
still protected. When a spouse cannot be found, the board may direct 
that monies go to children or the estate. 


Disability Benefits 


The original provision in cases of disability allowed for a super- 
annuation allowance of the 10 years of service. In 1933(81) an amend- 
ment provided for a refund of contributions with interest at 5 per cent 
per annum in cases of retirement for ill health before a superannuation 
allowance could be paid. In 1947(82) the provision of 10 years" minimum 
service was reintroduced, and the maximum and minimum payments of $3,000 
and $600 for the superannuation payment applied to disability payments 
from all sources. ‘The allowance was payable to persons retired by the 
Lieutenant-Governor in Council if the board found them incapable of 
performing their work. In cases of recovery, if re-employment was not 
accepted by the pensioner, the allowance ceased. If the allowance paid 
was less than contributions made by the pensioner, the balance was 
refundable in a lump sum with interest at 3 per cent per annum. The 
1952(83) amendments required 10 years of service and provided allowances 
to persons hired more than 15 years before retirement age who were 
retired because of ill health. Those who were retired for incapacity, 
and not entitled to disability allowances, received a lump-sum payment 
of twice the employee contributions plus interest at 3 per cent. In 
1966(84) the age restriction was lifted. In 1969(85) it was no longer 
necessary to have been retired from service by the Lieutenant-—Governor 
in Council. In 1971(86), in cases where re-employment offers were not 
accepted by recovered pensioners, a deferred or immediate annuity was 
payable. Beginning in 1974(87) employees qualifying for long-term 
disability continued to accrue superannuation credits while off work. 
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Fund Investments 


The original fund was supplemented from Consolidated Revenues 
until such time as it became solvent. Amendments in 1931(88) provided 
for investment of the fund in Ontario bonds or guaranteed securities 
earmarked for the fund. The auditor was required to make an annual 
report. In 1947(89) it was required that the report be tabled in the 
legislature by the Treasurer who was custodian of the fund. This 
act also provided that Consolidated Revenues pay to the fund 5 per 
cent per annum interest, compounded annually at the end of each fiscal 
year on the uninvested balance at the beginning of the fiscal year. 
Any deficiency in the fund was to be paid from Consolidated Revenues. 
In 1951-52(90) the Public Service Retirement Fund was established. 
Consolidated Revenues credited 3 per cent interest on the balance, and 
credits were transferable to the Public Service Superannuation Fund and 
the Teachers' and Inspectors' Superannuation Fund. An annual audit 
continued to be required for both funds, with the auditor's reports 
and the annual reports tabled by the Treasurer. In 1965(91) it was pro- 
vided that interest of 5 per cent per annum be provided by Consolidated 
Revenues for any unfunded liability. The Public Service Retirement Fund 
was repealed as of April 1, with credits transferred to the Public 
Service Superannuation Fund. The following year(92) the interest rate 
on the fund was set at 3 per cent per annum campounded half-yearly. In 
1974(93) the provision for payment of the unfunded liability was re- 
pealed. In 1975(94) interest was set at 5 per cent per annum campounded 
annually, unless otherwise stated. 


Plan Administration 


The plan is administered by the Public Service Superannuation Board 
which was established at the time the legislation was passed. There 
have been only three changes to its composition since inception. In 
1932(95) the legislation provided for three members appointed by the 
Lieutenant-Governor in Council, one of them to be a representative of 
employees in the Ontario Civil Service. In 1959 the board was expanded 
to four members(96): the Chairman of the Civil Service Commission was 
to act as an ex-officio member and the other three members, one of whom 
was to be a representative of the Civil Service Association of Ontario, 
were to be appointed by the Lieutenant-Governor in Council who also 
designated one of them to act as Chairman of the Board. Lastly, in 
1974(97) the board was to comprise four members to be appointed by the 
Lieutenant-—Governor in Council, one of them to be a representative of 
the Civil Service Commission, and one to represent the Civil Service 
Association of Ontario. 


TEACHERS ' SUPERANNUATION 


The Teachers' and Inspectors' Superannuation Act of 1917(98) was 
the basis of the plan in existence in Ontario today, though efforts to 
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provide pensions for teachers predated its passage by more than 50 
years. Various vehicles were used to this end. 


The legislation of 1917 provided for compulsory coverage for 
those employed as teachers and inspectors. "Employed" was defined as 
follows: 


"Employed" shall mean and include: 


l. Engaged in Ontario in teaching in a public school, separate 
school, continuation school, high school, collegiate institute, 
provincial normal or model school, a school to which the Indus- 
trial Education Act applies, a faculty of education approved 
by the minister, and including its attached observation and 
practice school, the Ontario School for the Deaf or the Ontario 
School for the Blind; 


2. Engaged in Ontario as an inspector of public sectors by a 
county or other municipality; 


3. Engaged by the minister, or by the government, as an inspector 
Or a supervisor of any grade or department or class of such 
schools, or as Superintendent of Education, or as any other 
officer designated by the minister as being engaged in work in 
connection with the administration of the Ontario Department 
of Education reguiring the professional qualifications and 
experience of a teacher. (99) 


Beginning in April of 1917, members contributed 2-1/2 per cent of 
salary, by payroll deduction, an amount which was matched by a grant 
from provincial Consolidated Revenues. "Salary" was deemed to be a 
minimum Of $550 annually, but in cases where it was less than this 
amount the maximum and minimum pensions payable according to the benefit 
formula were prorated. The benefit was one-sixtieth of the average 
salary for the last 10 years multiplied by the number of full years of 
service. The service requirement for a full pension was 40 years. 
Minimum payment was set at $20 per year of service and the maximum was 
$1,000 per year unless actual contributions would have bought a larger 
annuity when calculated according to Dominion Government Annuity rates 


then in force. In such cases the latter amount was the amount of the 
pension. 


Any years Of contributions to the fund were counted as full years 
for benefit purposes; any years of service before contributions came 
into effect were counted as half years. Pension credits already exist- 
ing under school boards' plans could be transferred to the new plan on 
an actuarially-equivalent basis. The earlier fund was wiped out and no 
further contributions were to be made to it. Service also included 
military service "in defence of the empire"(100) including nursing 
services. A reduced pension was available after 30 full years of 
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Service and in cases of invalidity after 15 years' service. Although 
the pension was terminated in cases of re-employment after retirement, 


further service credits could accrue. The death benefit was a simple 
return of contributions. 


A commission, established to administer the plan and approve the 
benefits, was composed of three members appointed by the minister, one 
an actuary, and two members elected by and from the membership of the 
Ontario Education Association who were contributors to the fund. The 
minister designated one member to act as chairman for a three-year 
term. 


An actuarial valuation was required to be performed on January 1, 
1921 and every three years thereafter. Legislation also stipulated that 


if the fund could so provide, benefits should be added to the plan, as 
follows: 


1. a return of contributions upon termination after at least five 
years' service; 


2. a death benefit after retirement such that the pension payments 
already made plus the said death benefit were at least equal to 
the deceased's contributions. 


The legislation has been amended almost every year since its pas- 
Sage, and in many cases changes were made by amendments to the Schools 
Act which ensured consistency in matters relating to the education 
field. 


Benefits 


The original formula in the 1917 legislation was one-sixtieth of 
average salary in the last 10 years multiplied by the number of full 
years of service - 40 years being deemed "full" pension. In 1920 an 
amendment through the Schools Act(101) added a provision of an extra $l 
for teachers or inspectors having first or second class provincial cer- 
tificates, or first class country board certificates, and for principals 
of high schools or collegiate institutes. A further amendment by means 
of the school laws(102) in 1933 provided that "average salary" was to be 
based on the average salary during the last 10 years of employment or 
the average salary during the years of contribution, whichever was 
greater. The maximum pension was not to exceed 60 per cent of the 
average Salary. 


In 1934 service for a full pension was reduced to 39 years(103) and 
in 1936 the plan moved to a career average formula based on 39 years 
maximum.(104) In 1943 the definition of service included service in the 
navy, army, and air force.(105) Changes in 1945(106) which increased 
the minimum annual salary for benefit calculation to $800 from the 
Original $550, resulted in a minimum benefit of $500 per annum or 60 per 
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cent of the amount of average salary, if less than the deemed minimum of 
$800. The maximum benefit was raised from the original amount of $1,000 
to $1,500, still with the provisions concerning the dominion government 
annuity calculation in cases where actual contributions would have 
resulted in a pension greater than the maximum. Service was reduced to 
36 years for full benefit, still on the career average formula. A 
specified retirement age came into effect (see section on Retirement 
Age) but provision was made for a full pension to be payable after 40 
years of service, regardless of age. Pensions for those with 30 years' 
service were also calculated at an unreduced 60 per cent. 


Minor amendments in an otherwise comprehensive revision to the 
Teachers' and Inspectors' Superannuation Act in 1946(107) eliminated 
the $500 annual minimum pension, but stipulated that after 30 years 
of service a minimum of $7 per year employed would be provided. The 
amendments also defined "Salary" as including a cost-of-living bonus but 
not overtime payments for special services. A further comprehensive 
revision, including a change in the name of the statute in 1949(108) 
included the following changes to benefit calculation: 


- the formula moved to one of 50 per cent of the average salary 
for the last 15 years of contributions times years of service; 


- service years were reduced to 35 (at age 62); 


- full pension continued to be paid after 40 years of service 
regardless of age; the full 50 per cent rate was used for re- 
tirement with 30 years of service; or for 25 years of service 
with five of them after age 55 for those retiring after age 62; 


- minimum salary was deemed to be $1,000 per annum, for benefit 
Purposes; 


—- a minimum pension of $600 and a maximum of $3,000 were insti- 
tuted, waiving the maximum under the 1946 legislation; 


- all payments were increased by $120 per annum from April l, 
1949, and actual pensions that were less than $600 per year were 
raised to $600; 


- the legislation stipulated that retirement after April 1, 1949 
would come under the provisions of the new act, and retirement 
before that date would fall under the terms of the 1946 legis- 
lation, but be subject to the $600 pension minimum and the $120 
increase. 


The following year the statute was again amended,(109) so that 
persons retiring after less than 25 years of service would receive the 
equivalent benefit to a government annuity purchase with the joint con- 
tributions, and those with 25 or more years of service would receive the 
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greater of the government annuity equivalent or the regularly-calculated 
amount. In 1953 the maximum pension of $3,000 was deleted(110) and 
pensions being paid were reviewed in the light of this amendment, as at 
April 1, 1953. In the following year the basis of calculation was moved 
to the average of the last 10 rather than 15 years.(1l1l) The provisions 
of a 1955 amendment allowed for the recalculation of benefits based on 
the 1954 move to a 10-year average. (112) 


The current benefit formula of a 2 per cent benefit for the average 
of the best seven years' salary to a maximum of 35 years' service was 
adopted in 1966,(113) with a reduction of .7 per cent up to the year's 
maximum pensionable earnings of the recently created Canada Pension 
Plan, after 1965. The years of service which had previously been 
termed "school years" became "years of service;" the $600 minimum pen- 
Sion was eliminated; and provision was made for a 5 per cent reduction 
in benefits for persons aged 61 and over but not yet age 65, and of 5 
per cent per year below age 62 for those under age 61 at the time of 
retirement. In 1967(114) the plan was amended to remove the provision 
for reducing benefits in the case of persons retiring after age 62 
but before their Canada Pension Plan benefits became payable. [In the 
1968-1969 session the minimum annual pensionable salary was increased to 
5200064115) 


In 1975, the Superannuation Adjustment Benefits Act, S.O. OTS, 
Cc. 82, provided for indexation of benefits to the Consumer Price Index 
to a maximum of 8 per cent. 


Eligibility 


Plan membership has been compulsory since the legislation in 
1917; coverage started immediately for inspectors and teachers in those 
schools then in existence. Over time the definition of "employed" has 
been expanded or modified to encompass the changing form of education 
in the province. In 1918(116) coverage was expanded to cover those 
teaching returning soldiers and sailors, and to allow contributions by 
persons in the armed forces. In 1919 further expansion included those 
in certified industrial schools or "any public institution supported in 
whole or in part by contributions from the province or from a municipal 
corporation."(117) By amendments of 1922 officers of any association or 
body of teachers were added and teachers from overseas were not required 
to contribute to the fund, while Ontario teachers serving elsewhere 
retained the option of continuing membership.(118) In 1932 the defini- 
tion of "inspector" was enlarged to include "an inspector of the Penny 
Savings Bank."(119) 


The amendments of 1941 expanded the definition to include non- 
teaching posts of persons "engaged in Ontario by a board in work demand- 
ing the professional qualifications and experience of a teacher."(120) 
The Act of 1946(121) excluded certain part-time categories and redefined 
employed as "engaged." 
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(29) 


(il) 


(iv) 


(v1) 


(vil) 


(viil) 


(ix) 


as a teacher in or inspector of a public school, sepa- 
rate school, continuation school, high school, colle- 
giate institute, provincial normal or model school, a 
school to which the Vocational Education Act applies, 
the Ontario College of Education, or the University of 
Toronto Schools, 


aswa teacher intor inspector ofsa schools omickass 
supported in whole or in part by contributions from 
the province or from a municipal corporation, and 
designated by the regulations, 


as a teacher in or inspector of a school outside of 
Ontario under a system of exchanging teachers, or 
otherwise, authorized by the Minister, 


as an officer of an association or body of teachers 
engaged in advancing the interests of education and 
designated by the regulations, or 


by the Minister or a board in any capacity designated 
by the regulations, but no person shall be deemed to be 
employed who, 


is a member of the staff of a technical or vocational 
school but, not being a teacher by profession, pursues 
some other occupation or calling, 


is engaged only for part-time to teach music, art 

and crafts, physical and health education, home eco- 
nomics, industrial arts and crafts or any other special 
Subject, 


is a teacher or inspector regularly engaged outside 
Ontario who is performing services in Ontario under a 
system of exchanging teachers, or otherwise, approved 
by the Minister, or 


is a contributor to the Public Service Superannuation 
Fund established under the Public Service Act. 


The 1949 Bill which dropped "Inspectors" from the title left basi- 
cally the same definition of "employed" for teachers as had prevailed in 
1946. This bill added schools for discharged soldiers, sailors, and 


airmen, and set 


a minimum of 20 hours' teaching per week (regardless of 


subject) for coverage.(122) The following provision was also added: 


"Every person on the instructional staff of any normal school in 
Ontario, the Ontario College of Education, the University of Tor- 
onto Schools, the Ontario School for the Deaf, the Ontario School 
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for the Blind, the Province of Ontario Correspondence Courses, or 
the Royal Ontario Museum who was a contributor to the Teachers' and 
Inspectors' Superannuation Fund on the lst day of July, 1946, shall 
notwithstanding any of the provisions of the act and so long as he 
remains on any such instructional staff and so long as he does not 
contribute to any other superannuation fund to which the Crown 
contributes, be deemed to be employed within the meaning of this 
act." 


In 1950 "railway-car schools" were added to the list,(123) and as 
institutions, community, and technical colleges were established 
throughout the 1950s and 1960s coverage was expanded to the staff.(124) 
Provision was made for privately-funded schools to deduct contributions 
and provide coverage for their teachers.(125) In addition, as plans 
were established in institutions like universities, community colleges, 
or the Ontario Institute for Studies in Education, employees were given 
the option of having their own plan or remaining in the Teachers! Fund. 
(126) 


Contributions 


Typical of public sector plans, the one covering teachers and 
inspectors has been contributory in nature since inception. The original 
contribution was by payroll deduction in equal instalments that amounted 
to 2-1/2 per cent of annual salary. This was matched by the province 
which set aside sufficient funds once a year. In 1919 it was directed 
that contributions from teachers whose salary was paid in part by an 
employer other than a school board should nonetheless be based on the 
whole salary and not just the portion paid by the school.(127) This 
provision was amended in 1943(128) and from that point on salary and 
service credits were prorated according to time spent and salary earned 
as an employee of a school board, with contributions based on the por- 
tion of salary. 


The rate of contribution remained unchanged until 1936 when it was 
raised to 3 per cent of salary for employees; the province continued to 
contribute at the rate of 2-1/2 per cent.(129) In 1944 it was decided 
that the province should match the employees" contributions,(130) and 
the following year the rate was increased to 4 per cent. (131) 


The 1946 Act(132) allowed for direct contributions by eanployees who 
were on leave of absence for various reasons as defined by regulation, 
who were employed full-time for special subjects, or were employed by 
boards that refused or neglected to withhold contributions from salary. 
Payments, in such cases, could be made without interest (if within 
certain time limits) and were matched by the province, thus maintaining 
continuous coverage under the plan. The provisions of the 1949 Act(133) 
which raised the employees' contribution rate to 6 per cent also stated 
that the province would advance only two-thirds of the contributions 
made voluntarily. In 1955 the provision was again amended so that the 
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province would contribute two-thirds of the regular contributions but 
would match any special or back-contributions.(134) In 1957 the prov- 
ince reverted to matched contributions for all cases.(135) Contributions 
were integrated with those required by the Canada Pension Plan, and in 
the 1968-1969 legislation the rate stipulated was 6 per cent below the 
Year's Basic Exemption (YBE), 4.8 per cent between the YBE and the 
Year's Maximum Pensionable Earnings (YMPE) and 6 per cent above the 
YMPE. This formula was matched by the employer and remains in force 
today with the addition of 1 per cent employee and 1 per cent employer 
contribution for the indexing of benefits. 


Vesting and Locking-in 


The 45 and 10 statutory vesting rule came into force in 1965. Prior 
to that time employee contributions were handled differently if the 
employee had five or more years' service. The original 1917 legislation 
stipulated that, if possible, the fund should return contributions upon 
termination after at least five years' service. The legislation of 
1936(136) provided that upon termination after five years of service the 
member would receive a return of contributions with interest at the rate 
of 4 per cent from the date of "retirement" to June 30, 1936 and at 
the rate used by the Province of Ontario Savings Office from July l, 
1936 to the date of the refund, campounded half-yearly. In 1946(137) 
the legislation was amended to provide a return of contributions with 
interest at 1-1/2 per cent compounded half-yearly in cases of withdrawal 
from service after five years, and a forfeiture of contributions for 
under five years of service unless employment was less than 20 days. 
In addition, provision was made for a return of contributions with 
interest at the rate of 4 per cent compounded half-yearly, in cases of 
forced retirement before pensionable age. The 1949 Act(138) allowed 
for interest of 1-1/2 per cent compounded half-yearly to March 31, 
1949 in cases of less than five years' service, with no refund payable 
until a full three months after cessation of employment. The 1950 
amendments(139) extended the refund of contributions at 4 per cent 
compounded half-yearly to cases of forced retirement because of age, and 
provided that interest payable should be on each amount for the length 
of time it was in the fund. The forfeiture of contributions in cases of 
less than five years' service was repealed in 1953.(140) The 1961-62 
legislation(141) provided that if a person was retired because of age 
with at least 15 years' service, or five or more years after age 55, 
contributions would be refunded with interest at 4 per cent compounded 
half-yearly. The provision eliminating refunds after age 45 and 10 
years' service came in 1964(142) following the proclamation of the 
Pension Benefits Act, as did the right to a deferred pension at age 65 
if forcibly retired because of age. Such a deferred pension would be on 
an actuarially-equivalent basis if the retiree was over age 55. In 
1966(143) the legislation allowed for a refund for persons ceasing 
employment before age 45 even with 10 years' service. In other cases a 
deferred pension was available and the minimum five years' service for a 
return of contributions (with 3 per cent interest) in case of death was 
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repealed. Current provisions are 10 years' service for a vested benefit, 
and age 45 with 10 years' service - the legal minimum - for locking-in. 


Portability 


As early as 1944 an amendment by way of the Schools Act(144) 
provided that credits could be earned in the plan for service in other 
provinces, and that credits with accumulated interest could be carried 
to other provinces' plans on behalf of former Ontario teachers. Agree- 
ments for transferability within the public sector were made throughout 
the 1960s, and in 1966 it was provided that 3 per cent interest would be 
allowed on such transfers. (145) 


Retirement Age 


Years of service rather than age governed entitlement to a pension 
in the early years of the teachers' plan. When service was reduced to 
36 years in the 1945(146) amendments it was provided that males should 
have attained age 65 and females age 62. The Act of 1949(147) allowed 
for retirement at age 62 with 35 years' service. When the plan was 
integrated with the Canada Pension Plan, allowance was made, as seen in 
the section on vesting and locking-in, for unreduced benefits for those 
retiring at the normal age for the plan but before entitlement to CPP 
benefits, until the two retirement ages could be brought together at 65. 
In 1971(148) provision was made for retirement at age 62 with 35 years' 
service for persons retiring on or before November 30, 1971, and with a 
combination of age and service totalling 90 for those retiring after 
that date. 


Survivor Benefits 


The original provision of the 1917(149)legislation in cases of 
death of an employee was a simple return of contributions. The 1921(150) 
amendments recommended that if the fund would allow, interest should be 
provided on such refunds. In 1922 the interest rate was set at 5 per 
cent.(151) The amendments of 1925(152) changed the rate to 4 per cent 
compounded half-yearly. In 1932 a provision allowed employees to elect, 
three years before retirement date, either a joint life annuity or a 
Surviving spouse pension,(153). In 1933(154) contributions were to be 
returned with interest at 3 per cent, and in 1936 it was provided that 
the interest rate on refunds upon the death of an employee or pensioner 
would be the rate in effect at the Province of Ontario Savings Office 
at the time of the refund.(155) Amendments of 1945(156) allowed for 
the option of a half pension to the surviving spouse of married plan 
members, or to any other dependent in the case of other members. In 
1946(157) the interest rate was reduced to 3 per cent per annum com- 
pounded half-yearly; in cases of death before retirement, contributions 
were returned, and when death occurred after retirement the refund was a 
return of contributions plus 3 per cent interest less benefits paid plus 
3 per cent interest. The Act of 1949(158) ushered in a survivor benefit 
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provision much closer to those in effect in pension plans today. It 
provided for the payment of 50 per cent of the accrued or actual pension 
to the widow of a plan member, and an allowance to dependent children 
under age 18. If there was no surviving spouse 50 per cent of the 
accrued or actual pension went to the dependent child. The allowance 
did not apply in cases of a marriage occurring after retirement or 
age 60, or to the widow's children in such cases; the widow's pension 
terminated on her remarriage. Provision was also made for a pension to 
dependent widowers of female plan members if the couple had been married 
for 10 years at the date of death or retirement whichever was earlier, 
and to any dependent children of the female plan member. The allowance, 
with a minimum figure of $300 per year, began as of the day following 
the plan member's death. In cases where a dependent's allowance ceased 
before payments with interest at 3 per cent equalled the deceased's 
actual contributions with interest at 3 per cent, the difference could 
be paid to the plan member's representative. 


In 1950(159) the dependent's allowance provisions were extended to 
include allowances for the following: 


- plan members who terminated employment before retirement age for 
reasons other than ill-health but who manifested the intention 
of becoming re-employed; 


- children of widows or children of married women who supported 
such children at the time of her death, if the widower did not 
qualify for the spouse portion of the allowance; 


- all children, including adopted or stepchildren. 


In 1955(160) the dependent's allowance minimum ($300 per year) was 
extended retroactively to the widow and/or children who, as of April l, 
1954, would have been entitled to the allowance had the plan member died 
after April 1, 1949. In 1964(161) a deferred dependent's allowance 
was added, and any allowance payable after April 1, 1964 was to begin 
on the first day of the month following the month of death, rather 
than the day after death. The 1966 amendments(162) provided that the 
deferred benefit was to be 50 per cent of the amount that would have 
been received at the beginning of the month after the month in which the 
plan member reached age 65, that payments to a widow would be reduced 
2-1/2 per cent for each year she was more than 10 years younger than her 
husband, and that dependents' allowances were based on a sliding scale 
according to age. In 1971(163) the sex discrimination in benefits was 
removed and spouses' benefits became available to widowers on the same 
terms as to widows. An amendment two years later defined dependent 
child as under 18 or under 25 when in school or university full-time. 
(164) 
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Disability Benefits 


The 1917 legislation,(165) first introduced the provision allowing 
a full pension in cases of full disability after 15 years' service. 
There was no provision for partial disability until the amendments of 
1930(166) which allowed benefits to be calculated at the full rate based 
on a maximum of 39 years' service, with a $240 annual minimum payment, 
plus $10 for each year over age 60. Full pension continued to be paid 
in cases of permanent disability after 15 years' service. In 1933(167) 
it was provided that application for full or partial disability pensions 
must be made within two years of cessation of employment. Any return to 
work after disability occasioned a termination of the pension and repay- 
ment of benefits to the fund. In 1946 the extra $10 payment provision 
was Clarified to mean $10 for each year the recipient was over age 60 at 
the time of termination of employment.(168) When the Canada Pension 
Plan was introduced, disability benefits under the Teachers' Plan were 
integrated with it, and became payable after 10 rather than 15 years' 
service, as in the 1966 amendments. (169) 


Fund Investments 


The initial Act of 1917 provided for a fund to be the responsi- 
bility of the Treasurer of Ontario but laid down no rules for investment 
of funds. The following year an amendment to the School Laws(170) 
allowed for the transfer of monies from local or municipal funds in 
existence to the Teachers' and Inspectors' Superannuation Fund (partic- 
ularly the Toronto and Ottawa funds) but rules for the handling of the 
fund were not forthcoming until the extensive provisions of the 1920 
amendments.(171) Section 10 stipulated that contributions in each 
fiscal year ending October 31 were to be credited as of February 1 in 
each fiscal year, and interest was to be calculated half-yearly on 
April 30 and October 31 at rates of provincial loans as fixed by the 
Lieutenant—Governor in Council for the period February 1 to July 31 in 
each fiscal year. Any balance of contributions as of October 31, 1920 
was to be set aside from Consolidated Revenues to constitute the fund. 
Funds could be invested in provincial securities; books were to be kept 
and an account set up in a Canadian chartered bank in the name of the 
Treasurer of Ontario. Auditors were required to report annually, with 
the costs of the audit to be borne by Consolidated Revenues. Actuarial 
valuations were to be made at least every three years. The next major 
revision occurred in 1932,(172) and outlined the provisions for in- 
vesting the fund in debentures. Beginning on November 1, 1932 and on 
November 1 in each of the following nine years, the surplus in the 
fund was to be in the form of debentures bearing 4-3/4 per cent annual 
interest payable half-yearly and to mature on November 1, 1942. At 
November 1, 1942 any surplus was to be reinvested in 40-year debentures, 
at 4-3/4 per cent per annum as before. This 10-year/40-year arrangement 
was maintained for the period beginning in 1942. Amendments in 1946(173) 
provided that the interest rate for the 40-year debentures was to be 
the rate paid over the 10-year period immediately preceding, and that 
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debentures and stock were to be a charge on Consolidated Revenues. The 
amendments also confirmed that the fiscal year ended October 31 and that 
actuarial valuations were required triennially beginning July 1, 1948. 
Unless otherwise stated interest on payments into and out of the fund 
(other than benefits) was to be 4-3/4 per cent per annum compounded 
half-yearly on any payments not less than six months in arrears. The 
Act of 1949(174) provided that the interest rate on debentures maturing 
in 1952 should be lowered to 4-1/2 per cent, similarly for the 40-year 
debentures to be issued in 1952, for those maturing in 1962, and for 
the 40-year debentures to be issued in 1962. Any fund deficiency was to 
be made up from Consolidated Revenues, the next actuarial valuation was 
to be July 1, 1951, and the annual report had to be tabled in the legis- 
lature by the Treasurer. The following year the interest rate for the 
10- and 40-year debentures was to be the rate approved by Lieutenant- 
Governor in Council and agreed to by the Treasurer and the Commis-— 
sion.(175) The 1953 amendments(176) stipulated that any credits to the 
fund were to be credited as of June 1 with interest at 4 per cent from 
date to the end of the fiscal year in which they were actually received. 
In 1955(177) provision was made for short-term (under 12 months) invest- 
ment of the funds "in any securities in which the Treasurer may invest 
the public monies of Ontario." In 1966 the interest rate was raised to 
5 per cent unless specified otherwise.(178) The amendments of 1971 
allowed withdrawal of earlier issues of debentures maturing in 1942, 
1952, 1962, and 1972 and their reissue with 6 per cent interest. Pro- 
vision was also made to issue future debentures for not less than 20 and 
not more than 25 years, with interest to be the weighted average yield 
to maturity of long-term securities issued during the next preceding 
fiscal year. 


Plan Administration 


The original Commission's five members were to approve benefits and 
administer the plan; they consisted of one actuary and two other members 
appointed by the Minister of Education, one of them to be chairman for a 
three-year term, and two members elected by and from the membership of 
the Ontario Education Association. The amendments of 1919(179) stipu- 
lated that administrative costs were to be borne by the provincial 
Consolidated Revenues but in the following year, in concert with major 
legislation regulating the fund, as explained, this was revoked and all 
payments and administrative costs were to come from the fund.(180) In 
1935(181) it was provided that the audit costs should come from the fund 
as well, rather than from Consolidated Revenues as had been the case. 
The 1938 amendments(182) expanded the Commission to seven, by allowing 
for one further appointment by the Minister, all appointees to serve for 
three years, and by increasing the elected membership to three, with the 
following provisions: three teachers or inspectors who were members of 
the Ontario Education Association and contributed to the fund were to be 
elected for three-year terms, one by and from the secondary school 
members in 1938, one by and from the public separate school male members 
in 1939 and one by and from the public separate school female members in 
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1940. In 1941(183) the amendments allowed future elected members to 
have similar staggered terms, and in 1943 the requirement that the 
elected be members of the OFA was dropped, although they still had to be 
contributors to the fund. In addition, the 1943 amendments provided for 
terms as follows: 


- one member by and from the public and separate school female 
teachers and inspectors during April and May 1943; 


- one by and from the secondary school teachers and inspectors 
during April and May 1944; 


- one by and from the public and separate school male teachers and 
inspectors during April and May 1945; 


and so on for each succeeding triennium. Vacancies were to be filled 
within six months.(184) The 1946 legislation(185) established dates 
when the Commission should meet, determined that five members consti- 
tituted a quorum, and provided for the appointment of a Secretary by 
the Commission. The 1949 act(186) again expanded the Commission, with 
five members to be appointed by the Minister for terms of three years 
(the fifth to be appointed as of June 1, 1950) and four to be elected by 
and from contributors to the fund as follows: 


- one by and from the Federation of Women Teachers' Associations 
of Ontario, for a three-year term commencing June 1, 1949; 


- one by and from the Ontario English Catholic Teachers' Associa- 
tion and L'Association de l'enseignement francais de l'Ontario, 
for a three-year term commencing June 1, 1950; 


- one by and from the Ontario Secondary School Teachers' Federa- 
tion, for a three-year term commencing June 1, 1950; 


- one by and from the Ontario Public School Men Teachers' Federa- 
tion and male public school inspectors, for a three-year term 
commencing June 1, 1951. 


Members became eligible for re-election or re-appointment. Six 
members constituted a quorum. In addition, provision was made for the 
appointment by Lieutenant-Governor in Council of a secretary, actuary, 
solicitor, medical referee, and other officers and staff thought neces- 
Sary, with expenses to be paid from the fund. This situation continued 
until 1959(187) when the Commission was again expanded, to six members 
to be appointed by the Minister and five to be elected by teachers' 
Organizations as designated in the regulations. Quorum was eight 
members. In 1966(188) the term "actuary" was defined as a Fellow of the 
Canadian Institute of Actuaries, and the secretary was supplanted by a 
"director" of the Commission. The current Commission remains at 1l 
members aS described above. 
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ONTARIO MUNICIPAL EMPLOYEES RETIREMENT SYSTEM 


Although the second largest public sector pension plan in terms of 
covered membership, the OMERS plan is of comparatively recent origin. 
The legislation governing it(189) was passed during the 1961-62 session, 
and employee and employer were defined as follows: 


1. e) "employee" means any person who is employed by an employer 
but does not include any person who contributes to a pen- 
sion plan under the Teachers' Superannuation Act, the 
Power Commission Insurance Act, or the Public Service 
Superannuation Act; 


f) "employer" means a municipality or local board. 


The legislation provided for a board to be set up to manage and 
administer the system, and to appoint a secretary-treasurer, auditor, 
actuary and such legally qualified medical practitioners, advisers, and 
employees as necessary. An annual report was to be provided to the 
Minister to be tabled in the legislature; an actuarial valuation was 
required at least every three years, and any surplus in the fund was to 
be transferred to the Treasurer of Ontario. ‘The fund's investments were 
to be in the form of Ontario debentures maturing December 31, 1973 and 
bearing interest at the rate of 5 per cent payable half-yearly; at 
December 31, 1973 a 40-year issue was to be made bearing 5 per cent 
payable half-yearly, and further debentures issued for the next 10-year 
period, in the manner outlined for investments under the Teachers' 
Fund. 


The major provisions of the OMERS plan are contained not in legis- 
lation but in regulations, and as a consequence the remaining provisions 
of the plan at inception were outlined in Regulation 168/62. It pro- 
vided optional membership for employers, and coverage of full-time 
employees of participating employers where 75 per cent of the employees 
indicated the desire to join. Coverage was within one year of hire for 
new employees. Contribution rates depended on retirement age which was 
normally 65 except for police and firefighters who retired at 60; the 
rate was 5-1/2 per cent of earnings for those with normal retirement at 
65, and 6-1/2 per cent for the others. Provision was made for prior 
service credits. The enployer matched contributions on a varying rate 
depending on the requirements of the fund. The pension benefit was 
2 per cent of contributory earnings multiplied by years of service, 
and payment began on the first day of the month after the month of 
retirement. For those terminating before normal retirement age a 
deferred pension of 2 per cent of contributory earnings was available, 
and actuarially-reduced pensions could be taken for early retirement up 
to 10 years before normal retirement age. Bridging provisions were 
available until age 70 when the Old Age Security became payable. In 
cases of retirement or death before pensionable age, contributions were 
returned with interest at 3 per cent compounded annually. 
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A disability pension, also at the rate of 2 per cent of contribu- 
tory earnings, was payable in the case of persons with 10 years' ser- 
vice, but benefits were integrated with any payments from Workmen's 
Compensation to a maximum of 75 per cent of the monthly rate of earnings 
just prior to disability. 


A surviving widow was entitled to a 50 per cent pension (1 per 
cent of contributory earnings) reduced by 2 per cent per year for each 
year the widow's age was below the member's normal retirement age. No 
benefit was provided for a widow who married the member after his 60th 
birthday or after the start of retirement. The benefit was payable to 
Surviving children up to age 18 if the widow died or remarried, or if 
the wife had predeceased the member. 


The terms of membership of the board were outlined: it was to 
comprise three officials of the province, two members of a local or 
municipal board, and four plan members, two of whom were to be municipal 
treasurers. Terms were for three years on a staggered basis - one- 
third of members to serve for three years, one-third for two years, and 
One-third for one year. Terms were to be served until members were 
replaced. Quorum was determined as a majority of members. The board 
elected its chairman and vice-chairman; the secretary-treasurer was 
appointed and was in charge of the fund. 


The changes made since 1961 are outlined in the following sections. 
Benefits 


A regulation in 1965(190) amended the pension to provide a maximum 
of 2 per cent of contributory earnings multiplied by years of service 
less payments under any prior service plan or contributions with inter- 
est, still at 3 per cent. Later in the same year the benefit formula 
waS expressed as the percentage of contributory earnings that bears the 
same ratio to 2 per cent as the percentage of earnings contributed bears 
to 5-1/2 per cent or 6-1/2 per cent, depending on normal retirement 
age.(191) The bridge with Old Age Security remained, on an optional 
basis. 


The following year, reflecting the introduction of the Canada 
Pension Plan, the formula was amended to either 2 per cent of contrib- 
utory earnings multiplied by years of service less .55 per cent (for 
those with a normal retirement age of 65) or .46 per cent (for those 
with normal retirement at 60) of earnings up to the YMPE for earnings 
Since January 1, 1966, or the transferred-in benefits from another 
plan, whichever was greater.(192) A bridge payment of 2 per cent of 
contributory earnings until CPP became payable was introduced. 


In 1968(193) the formula was enriched from 2 per cent to 2.2 per 


cent of contributory earnings after January 1, 1968, reduced for each 
year in the same proportion that the contributions of the member in that 
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year are reduced to 4 per cent if normal retirement age is 65 and to 5 
per cent if normal retirement age is 60. The bridge for CPP payments 
incorporated the 2.2 per cent formula. 


While the formula remained the same, an amendment in 1971(194) 
added 10 per cent of pension calculated on contributions before January 
1, 1971, as an enrichment, and at the same time increased pensions in 
pay before that date by 10 per cent. The following year the calculation 
was again enhanced by an increase of 5 per cent of pension on earnings 
prior to January 1, 1972, and by a similar increase granted to pensions 
in pay before that date.(195) Similar increases of 5 per cent were 
granted effective January 1, 1973(196) and January l, L9%4 (E97) 3 tan 
increase of 10 per cent was instituted as of January 1, 1976. ( EOS)? Sein 
1977 the benefit formula was simplified to 2 per cent of contributory 
earnings multiplied by years of service to a maximum of 35, less .7 per 
cent of contributions up to the YMPE. The plan changed from a career 
average to an average best formula, based on the best 60 months of 
continuous service. Finally, an increase of 3 per cent was made to the 
pension calculation and to pensions being paid in 1978.(199) 


Employers may elect to provide supplementary benefits, upon enter- 
ing into an agreement with the board. In addition, optional service is 
allowed, with back contributions as described in the following section. 
Benefits in such cases are determined in the agreement with the board, 
but in no cases may the total exceed the maximum established by the 
Municipal Act. 


Eligibility 


Membership continued to be based on the formula of 75 per cent of 
employees wishing to join; in 1964 a legislative amendment expanded 
coverage to include district assessors,(200) and in 1965 the "Power Com- 
mission Insurance Act" was deleted from the definition of employee. (201) 
A regulatory change in 1967(202) provided that coverage for those em- 
ployed before July 1, 1968 was to be immediate; for those employed after 
that date a maximum waiting period of 12 months applied. In 1972 it was 
provided that part-time employees might be covered by agreement if the 
members warranted it,(203) and municipal councillors were included. (204) 
A legislative amendment in 1976(205) allowed optional service to be 
counted in the plan, and covered service in any municipal or local board 
in Canada, the civil service of Canada or any of the provinces, any 
board, or commission of Canada or the provinces. Also included was war 
service, which was defined as service in World War II or Korea in the 
navy, army, air force, Canadian, or British merchant marine or any ally 
designated by the Lieutenant-Governor in Council. An amendment in 1977 
allowed for immediate coverage for continuous full-time employees hired 
on or after January 1, 1978. (206) 
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Contributions 


The Original rates of 5-1/2 per cent of earnings for those normally 
retiring at 65 and 6-1/2 per cent for the rest was amended in 1965(207) 
to recognize the CPP structure; from that time the rate was 4 per cent 
up to the YMPE and 5-1/2 per cent thereafter (normal retirement at 65) 
and 5 per cent up to the YMPE and 6-1/2 per cent thereafter (normal 
retirement at 60). At the time the benefit formula moved to an average 
best basis, the contributions were changed to 5-1/2 per cent to December 
31, 1977 and 7 per cent thereafter less 1-1/2 per cent up to the YMPE 
(for normal retirement at age 65) and to 6-1/2 per cent to December 31, 
1977 and 8 per cent thereafter (for normal retirement at age 60), also 
less 1-1/2 per cent up to the YMPE.(208) It was stated that the new 
rates did not override the terms of any collective agreement in exist- 
ence, and in cases where the employees' contributions would fall short, 


the employer was to make up the difference until a new contract was 
agreed upon. 


In 1966 a penalty of 1 per cent per month for late payment of 
employer contributions was imposed. (209) Allowance was made for prior 
service contributions with interest at the rate of Ontario debentures in 
the month of contribution. In 1976 the rates of contribution for op- 
tional service were set at 11 per cent for persons nommally retiring at 
65 and 13 per cent for persons with normal retirement at 60 (employer- 
employee share) plus interest at 6 per cent per annum.(210) 


Vesting and Locking-in 


The Original provision for a deferred pension (immediate vesting) 
continued until the advent of the Pension Benefits Act. In 1965, with 
the statutory provision of age 45 and 10 years' service, contributions 
were locked in.(211) The interest payable in cases of refunds of 
contributions remained at 3 per cent until 1977 when it was set at 3 per 
cent to December 31 of that year and 5 per cent thereafter, compounded 
annually. (212) 


Portability 


At the time of its inception the OMERS plan recognized an added 
benefit of portability of pension credits: "It was felt that a large 
pension system allowing portability...would encourage employee mobility 
and thus help develop and increase the supply of experienced municipal 
employees."(213) Apart from portability between municipalities and 
local boards in Ontario, transferability to other bodies was soon incor- 
porated. When transferability to public service plans was instituted in 
1965, the benefit was the greater of contributions with interest or the 
present value of a retirement pension.(214) This system continued 
with provisions for optional service as outlined in the section on 
contributions, until an amendment in 1977 allowed for transfers to any 
fund permitting such transfers. (215) 
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Retirement Age 


Since inception, the normal retirement age has been 65 for all 
employees except police and firefighters who may retire at 60. Actu- 
arially reduced pensions are available for early retirement up to 10 
years prior to normal age. 


Survivor Benefits 


The pension payable to a widow continued to be 50 per cent of the 
accrued benefit until 1966(216) when it was was reduced by 2-1/2 per 
cent for each year she was younger than the deceased member; children 
under 18 of a member (including a female plan member who was supporting 
them) received 50 per cent of the accrued benefit divided among them. 
In 1970,(217) a regulation extended benefits to dependent or disabled 
widowers of plan members, and children's benefits to those under age 21 
if attending school or university full-time. In 1972 the restrictions 
on widowers were lifted and benefits became payable on the same terms as 
to widows; the children's benefit was increased by 10 per cent of the 
pension amount with a ceiling on the total increase of 25 per cent of 
the pension being paid.(218) Later in 1972 the increase was raised to 
20 per cent, maintaining the ceiling of 25 per cent of pension. (219) 
Beginning in 1974(220) the provision that a widow had to marry the 
member before his 60th birthday was removed, but the marriage still had 
to take place before receipt of pension. Amendments in 1977(221) 
removed the education restricton on children's benefits which became 
payable up to age 21; survivor benefits were integrated with CPP provi- 
sions; the surviving spouse pension remained at 50 per cent of the 
actual or accrued pension of the deceased member, reduced by 2-1/2 per 
cent for every year the survivor was more than 10 years younger than 
the deceased. The child's benefit was increased by 20 per cent, to a 
total maximum of 50 per cent of the pension in pay. Provision was made 
for the recalculation of benefits in cases of early retirement before 
January 1, 1978 as if the retirement pension had not been reduced for 
early retirement. 


Disability Benefits 


The original provision of a disability pension after 10 years of 
service continued unchanged until 1966(222) when disability was required 
to be "total and permanent." This was defined as: 


"if found by the secretary-treasurer, on the advice of a legally 
qualified medical practitioner appointed by the Board to be incapa- 
ble of engaging in gainful employment during the remainder of his 
lifetime because of mental or physical impairment of the member." 


The pension was payable on the first of the month following the month of 


termination or approval of the claim, whichever came later. In cases 
where disability ceased the pension was suspended. 
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In 1975(223) it was provided that persons in receipt of disability 
pensions, Workmen's Compensation, or Unemployment Insurance benefits 
continued to be considered employees for purposes of contributions. 
The maximum pension from OMERS disability and Workmen's Compensation 
continued to be 75 per cent of monthly earnings prior to disability. In 
1977 the definition of "totally disabled" was amended to read: (224) 


"wholly prevented due to mental or physical incapacity from per- 
forming the regular duties of the occupation in which such member 
was engaged immediately prior to such date, and such disability 
shall be considered to continue if the member is so prevented dur- 
ing the first twenty-four month period immediately after such date, 
and, thereafter, such disability shall be considered to continue 
if the member is wholly prevented from engaging in any occupation 
or performing any work for compensation or profit for which the 
executive-director, on the advice of a legally-qualified medical 
practitioner appointed by the Board, considers the member is or may 
become reasonably qualified by education, training, or experience." 


Persons could not qualify for payment under this definition if 
they worked for pay somewhere other than in a rehabilitation program; 
if, in the case of mental illness, they were not confined for treatment 
after one year, if the injuries resulted from self-inflicted wounds; or 
if they were disabled before completion of one year's service. The 
pension continued to be calculated on the basis of the normal retirement 
pension, and was payable from the fifth month after declaration of 
disability. Disability and Workmen's Compensation benefits together 
could not exceed the monthly rate of earnings just prior to disablement. 
Retirement pension benefits continue to accrue during disability. 


Fund Investments 


The original provisions for funding whereby Ontario debentures 
bearing 5 per cent and maturing at the end of 1973 would be issued 
continued in force until 1968.(225) A legislative amendment in 1968 
stipulated that the debentures issued after January 1, 1968 and matur- 
ing on December 31, 1977 should bear interest at 6-1/2 per cent per 
annum payable half-yearly. The same rate was to apply to the 40-year 
debentures issued to the year 2013. In 1970(226) it was provided that 
debentures issued to the end of 1969 should continue to fall due in 1973 
and carry 6-1/2 per cent interest, but those issued fron 1970 on should 
be for periods of not less than 20 and not more than 30 years, and carry 
interest at least as high as the weighted average of bonds issued each 
year. When the various debentures became due in 1973, authority was 
given for their reinvestment at varying rates of interest ranging from 
5.49 per cent per annum payable half-yearly for those issued in 1963 to 
8.19 per cent for those from 1969, and all were reinvested for a 30-year 
period.(227) In 1974, following the establishment of an investment 
policy committee of the board, it was provided that in future funds 
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could be invested in public markets subject only to the conditions of 
the Pension Benefits Act. (228) 


Plan Administration 


The original board of nine members continued until 1967, though in 
1965 a legislative amendment had expanded their powers and authorized 
them to manage funds other than OMERS.(229) In 1967(230) the membership 
was expanded to comprise four officials of the province, two councillors 
of a participating municipality or local board, and five employees, of 
whom two were to be treasurers. All were appointed by Lieutenant- 
Governor in Council for up to three-year staggered terms so that four 
members held office for three years, three for two years, and four for 
one year. In 1970(231) the employee membership was expanded to five, 
two of whom were to be officers of their municipality or local board. 
In 1974(232) the provincial representation declined from three to two 
and the employees added a member, to a total of six, still with the 
requirement that two be officers of their municipality or local board. 
Terms were set at three years or less, until successors were appointed. 
Amendments of 1975(233) added the position of executive director and 
outlined the duties for the position, and determined that the board 
should forward its annual report to every participating employer and to 
employees on request. In 1976(234) the employee representation was 
raised to seven, two of whom were to be officers of their municipality 
or local board, while the province continued to have two members. The 
investment policy committee, established in 1974, continues. 


HOSPITALS OF ONTARIO PENSION PLAN 


When the plan was conceived in 1959 a majority of the 168 hos- 
pitals in Ontario did not have pension plans; those which did frequently 
provided inadequate benefits. It was therefore judged appropriate 
to set up an industry-wide plan that would ensure adequate benefits, 
provide for portability within the industry, obtain economies of scale 
in administration, and provide uniformity and stability in pension 
costs. The plan operates as a multi-employer plan. 


The Hospitals of Ontario Pension Plan (HOOPP) plan was established 
on January 1, 1960. It provided to full-time employees a basic pension 
of 2 per cent of the accrued career earnings, with provision for past 
service based on an accrual rate of 1 per cent of 1959 earnings multi- 
plied by years of service before 1960, less two years. Options at 
retirement included a five-year guarantee, 10-year guarantee, integra- 
tion with Old Age Security (then payable only at age 70), or a 50 per 
cent joint survivorship option, all adjusted actuarially. Normal 
retirement age was 65, but voluntary early retirement was possible at 
age 55 or over after 10 years" service, with pensions reduced by 6 per 
cent for each year the retiree was below age 65. With the permission of 
the employer, retirement could be postponed beyond 65. 
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The plan was contributory, with employees paying 5 per cent of 
earnings and the employer paying one and one-half times that rate. Ad- 
ditional voluntary contributions were permitted. A disability benefit 
was available to employees age 55 and over with a minimum of 10 years' 


service with benefits reduced 3 per cent for each year of retirement 
before age 65. 


Benefits vested after 10 years of service, and contributions earned 
interest of 3 per cent per annum. The normal death benefit was a return 
of contributions with interest less any benefits paid. 


The plan comes under the authority of the Board of Directors of the 
Ontario Hospital Association which, at its inception, established a 
Pension Committee to administer the plan. The plan is trusteed and 
monies are invested on the open market. Outside pension consultants 
have also been retained since inception. 


Features of the plan as they have evolved over the intervening 
years are outlined in the following sections. 


Benefits 


With the introduction of the Canada Pension Plan in January 1966 
the HOOPP was amended to provide a benefit at normal retirement of 
1.4 per cent of the average earnings up to the YMPE and 2 per cent 
thereafter. The past service benefit for service prior to January l, 
1960 remained unchanged. In 1968 the plan was changed from a career 
average to a final average basis, dependent on the 15 consecutive years 
with the highest annual average earnings. The basic calculation then 
moved to 2 per cent of final average earnings for each year of service 
between 1960 and 1965 inclusive, and 1.4 per cent to the YMPE and 2 per 
cent thereafter for each year of service after 1965. Benefits for 
service before January 1, 1960, for employees terminating on or after 
January 1, 1968, increased to 1-1/2 per cent of 1959 earnings. 


In 1971 the basis of calculation was reduced from the best 15 
consecutive years' service to the best 1l years, using the best ll-year 
average as the average YMPE. In 1974 the average period for YMPE 
average was reduced to the three years preceding death or retirement, 
and the average earnings basis reduced from 11 to five consecutive 
years. 


In April of 1979 ad hoc increases to pensioners who retired before 
1979 averaged 22 per cent of pension. 


Eligibility 
The plan is open to full-time permanent employees who may elect 


to join after six months' service but who must join after two years' 
service. 
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Contributions 


Integration with the Canada Pension Plan in 1966 set employee 
contributions at 3.5 per cent up to the YMPE and 5 per cent thereafter, 
OF 5 per “cent for sthose not contributing "to Cee. iin 97 4™ciemrace 
increased to 4.5 per cent up to the YMPE and 6 per cent thereafter. 


Employer contributions, at one and one-half the employees' rate 
measured 7.5 per cent of payroll in the first 18 months of operation. 
Effective January 1, 1966 this was amended to 1.7 times the employee 
Trace. 


Vesting and Locking-in 


With the enactment of the Pension Benefits Act in 1965 an op- 
tional deferred pension was provided for employees under age 45 with 10 
years' service; otherwise, the mandated locking-in applied. Terminated 
employees who elected a refund of contributions and after a break of 
Six months, are employed with another hospital, are treated as new 
employees. 


In 1971 an amendment provided that refunds on contributions made 
before December 31, 1970 earned 3 per cent per annum, while contri- 
butions after that date earned 5 per cent compounded annually. 


Voluntary contributions are also refundable, with interest based on 
the rate of return on investments: 5.25 per cent in 1968-1972; 6 per 
cent in 1973; 7.5 per cent in 1974; and 9 per cent in 1975. 


Portability 


Service credits are fully portable between member hospitals pro- 
vided the break in service is less than six months. Reciprocal agree- 
ments exist with the federal and Ontario governments and their agencies, 
and with the following bodies; Toronto Western Hospital, the Hospital 
for Sick Children, the Ontario Cancer Institute, McMaster University 
Medical Centre, the Workmen's Compensation Board, and the Colleges of 
Applied Arts and Technology. 


Retirement Age 


Normal retirement age remains 65, but provision is made for contri- 


butions and service to continue to age 70, at which time benefits must 
be paid. 


In 1974 unreduced benefits were allowed for employees aged 62 with 
20 years of service. Early retirement is also permitted for employees 
aged 55 or more with 10 or more years of service, with pension based on 
accrued benefits to normal retirement reduced by .5 per cent for each 
month by which retirement precedes age 65. 
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Survivor Benefits 


In 1968 the optional joint and survivorship pension was superseded 
by a survivor's and orphan's pension that provided 50 per cent continua- 
tion of the accrued pension benefits at date of death to a widow or 
disabled, dependent widower. If no widow or disabled widower existed 
the 50 per cent benefit was payable to orphans up to age 18, or 21 
if in school or university full-time. The structure of payments was 
altered to provide three optional forms of payment: an immediate life 
annuity with or without a guaranteed period (to a 15-year maximum); 
instalments over a maximum of 10 years; or a lump sum. In 1976 benefits 
to surviving spouses of female plan members were made the same as for 
the spouses of males. 


Disability Benefits 


In 1968 the plan was amended to allow for the accrual of pension 
benefits during receipt of disability benefits from the Hospitals of 
Ontario Disability Income Plan. In 1974 this provision was repealed, 
thereby allowing employees over age 55 with 10 or more years service to 
receive pension benefits as well as the disability payments if they 
elected to retire. The former maximum salary for contributions while on 
disability leave was rescinded. 


The pension itself was modified in 1974 to allow for reduction of 
benefits from age 62 rather than 65. It was available to members age 45 
and over rather than 55. 


Fund Investments 


The two original trustees of the fund administered the investments 
in approximately equal amounts. At the end of the first 18 months the 
fund amounted to $8,744,878, and earnings net of trustees" expenses 
amounted to 4.96 per cent per annnun. 


At the end of the fifth year of operation (June 30, 1965) the 
fund amounted to $46,243,854, and earned 5.08 per cent net of trustees' 
expenses. By 1970 a third trustee had been engaged - with a trust 
company acting as custodian for the new trustee's share of the fund. 
Investments continued to be administered in approximately equal amounts. 
At the end of 1970 (the plan fiscal year end now being December 31) the 
fund totalled $133,962,493, and earned 2.89 per cent net of trustees' 
expenses, compared with 4.16 per cent for 1969. 


Effective January 1, 1976 National Trust became sole trustee for 
the fund which, at December 31, 1975 stood at $369 million. However, 
investment responsibility remained in three parts - National Trust, 
Toronto Investment Management Incorporated, and the Investment Section 
of the Ontario Hospital Association. 
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At the end of 1978 the fund had expanded to $758 million with 
overall yield for the year at 11.8 per cent. The four-year average 
yield stood at 12.8 per cent. 


Plan Administration 


The original Pension Committee consisted of a chairman, vice- 
chairman, secretary, and four other members. By 1965 the position of 
vice-chairman had been dropped but total membership remained at seven. 
Five years later the committee had grown to twelve members, and at 
present stands at fourteen, as follows: seven chief executive officers, 
five trustees of hospitals, and two representatives of the Ministry of 
Health. 


Detailed administration is carried out by the Pension and Group 
Life Services Staff of the Ontario Hospital Association under the direc- 
tion of the Pension Committee. 


ONTARIO HYDRO 


Provisions of the original pension plan and most subsequent amend- 
ments were made by Order-in-Council rather than by legislation. Since 
regulations in Ontario were not consolidated until 1950, details of the 
earlier provisions are not easily determined. Therefore the information 
concerning early years is subject to errors and omissions, though the 
broad outlines are sufficient to establish the trends in the plan 
provisions. 


An amendment to The Power Commission Act in 1919(235) added the 
authority to provide 


",...-for the payment to permanent employees of the Commission, of 
Superannuation and retiring allowances, or of a gratuity or annual 
allowance to the dependents of employees dying while in the service 
of the Commission, and a fund for providing sick benefits for 
permanent employees, and....provide for contributions to such fund 
by the Commission and by its employees, or for the establishment 
and support of such fund entirely at the cost of the Commission." 


Municipal employees of power commissions could also be included in any 
such scheme. 


It was not until 1923 that such a plan came into existence when 
Order-in-Council of October 29 established the effective date of the 
plan as November 1, 1923 and set the following provisions: 


- the plan covered all permanent employees as of the effective 
date; new permanent employees under age 30 could join subject to 


PANS: 


a medical examination and those over 30 could join at the option 
of the Commission; 


- the plan was contributory, with members joining on November l, 
1923 paying 3 per cent, and those joining after that date paying 
according to a sliding scale based on age at entry to the plan; 
(236) 


- retirement age was 65 for all members; 


- early retirement pensions were available in cases where manage- 
ment requested the retirement, and were based on 20 years' 
service and age 60 for men, 50 for women, with no actuarial 
reduction; 


- postponed retirement was available by agreement between the 
Commission and the employee; contributions continued and bene- 
fits accrued; 


- disability benefits that were available to employees with 10 
years of service, at the Board's option, were the actual retire- 
ment benefit accrued without actuarial reduction. Benefits were 
to be integrated with Workmen's Compensation payments where 
applicable; 


- the pension formula was one-eightieth of the average salary in 
the highest five consecutive years multiplied by service, with a 
minimum pension of $365 per year; 


- in cases of death prior to retirement, payment to the estate was 
5 per cent of current annual salary multiplied by years of 
service plus one year's current salary, the total not to exceed 
twice the current salary. For death after retirement, the 
payment was the difference between pension already paid and the 
amount that would have been payable had death occurred prior to 
retirement; 


- upon termination of employment for reasons other than retirement 
or disability, contributions were returned with credited inter- 
est at 4 per cent compounded annually; 


- leave of absence was provided to seasonal employees and those 
entering military service; contributions remained in the fund 


and a right to benefits was maintained. 


Changes in the plan provision since its inception are outlined in 
the following sections. 


21h. 


Benefits 


By Order-in-Council in 1926(237) the benefit formula remained the 
same, but the minimum pension of $365 per year was applied only to those 
employed as of November 1, 1923 and those under age 30 who joined later; 
no minimum was provided for new members over age 30 joining after that 
date. In 1938(238) the formula was increased to one-seventieth times 
the average salary for the highest five consecutive years, and the 
minimum pension was raised to $500 per year for eanployees at November l, 
1923 and persons under age 30 joining afterwards. Beginning in 1940(239) 
the plan moved to a career average basis and the minimum pension con- 
tinued at $500 unless the career average was less than Sl; 0007 in which 
case the minimum was to be 50 per cent of that amount. A minimum period 
of 20 years' contributory service was established to qualify for a 
pension. An amendment on November 1, 1947 changed the formula to 1-1/2 
per cent of annual salary to August 1, 1947 multiplied by the years of 
contributory service to November 1, 1948. A year later it was again 
changed, becoming 1-1/2 per cent of base annual earnings (excluding such 
payments as overtime or isolation allowances) as of August 31, 1948 
multiplied by the years of service to November 1, 1948 (known as the 
"effective date" of the plan for future amendments). The formula for 
service after this effective date was 2 per cent of total career earn- 
ings to the date of retirement. The plan had a five-year guarantee 
feature, as well as a single life annuity or contingent annuity option. 


An amendment by way of regulation,(240) effective October 1, 1951 
changed the formula to 1.5 per cent of maximum base annual earnings 
during the five-year period immediately preceding September 1, 1948 
multiplied by established service, plus 2 per cent of earnings in re- 
spect Of which contributions have been made after the "effective date" 
(November 1, 1948). In cases of normal retirement before November diy 
1953 the pension was not to be less than the amount that would be paya- 
ble under the new fund. For regular employees, "service" included 
50 per cent of their employment period from January 1, 1930 to the 
date of last being employed or age 45, whichever is later. The next 
amendment came in 1958(241) and applied to persons retiring at their 
normal retirement date on or after January 1, 1957. Established service 
for purposes of calculation was service before that date. The benefit 
formula was as follows: 


- 1.5 per cent of average base annual earnings at July 1, 1955 and 
July 1, 1956 muliplied by service to October 31, 1948, plus 


- 2 per cent average earnings at July 1, 1955 and July 1, 1956 
multiplied by service from November 1, 1948 to December 31, 1956 
or to normal retirement if earlier, plus 


- 2 per cent of "premium earnings" from November 1, 1948 to Decem- 


ber 31, 1957 (being the excess of earnings over base earnings 
for the months of November and December 1948 and the excess of 
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earnings over base annual earnings at July 1 in each year 1949 


to 1956 inclusive and the excess of earnings over base earnings 
for 19577) ,aplus 


- 2 per cent of base contributory earnings from January 1, 1957 to 
the normal retirement date. 


The total pension in this case should not be less than that produced 
under the old calculation method. In 1962(242) the formula was again 
amended for those retiring on or after January 1, 1962: 


- 1.5 per cent of the average base earnings in the highest consec- 
utive 60-month period multiplied by service to October 31, 1948, 
plus 


—- 2 per cent of "premium earnings" from November 1, 1948 to Decem- 
beresi719577.701us 


- 2 per cent of the averge base earnings in the highest consecu- 
tive 60-month period multiplied by the sum of 


a) established service from November 1, 1948 to January 1, 
L577, 


b) contributory employment thereafter, 


c) in the case of Continuing Construction Employees (temporary) 
the period after January 1, 1957 during which they contrib- 
uted at the rate of 5 per cent and half the period after 
January 1, 1957 when they contributed at 2-1/2 per cent. 


The total in cases (a) and (b) was not to exceed 70 per cent of the 
average base earnings in the highest consecutive 60-month period. A 
further regulation in 1965(243) maintained the benefit formula as the 
highest 60-month average but provided that in the light of the newly- 
formed CPP, pensions should be reduced by .7 per cent on earnings up to 
the YMPE for service after January 1, 1966. In 1967(244) the provision 
was amended to allow for a reduction of .625 per cent on earnings up to 
the YMPE after January 1, 1966 but stated that no reduction should be 
made until the pension became payable. In 1971(245) the formula was 
simplified to one of 


- 2 per cent of the average base earnings in the highest 60 con- 
secutive months (to a maximum of 70 per cent of best earnings) 


plus 


- 2 per cent of premium earnings between November 1, 1948 and 
December 31, 1957, minus 
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- .625 per cent multiplied by earnings up to the YMPE after Decem- 
ber 31, 1965. 


Several improvements to pensions already being paid have been 
made since the beginning of the current plan in 1948. On January 1, 
1957 an increase of 50 per cent was made to pensions of members who 
retired before November 1, 1947, and an increase of 15 per cent to 
pensions of those retiring between October 31, 1947 and January 1, 
1957.(246) In 1967(247) an increase of $1 per month for each year of 
service to a maximum of 25 was granted to pensioners who retired prior 
to January 1, 1962, and in 1968(248) it was provided that contingent 
annuitant payments should reflect the maximum pension available. A 
further increase granted in 1971(249) increased pensions (including 
widows, disabled widowers, children, and contingent annuitants) by 2 per 
cent for each year of retirement and an additional 1 per cent for each 
retirement year before 1962. In 1973(250) a further increase of 2 per 
cent for pensions where payment began in 1971 and 4 per cent for 1970 
and earlier was made to all retirement survivor and contingent annuitant 
pensions. This increase applied notwithstanding the existence of a 
bridging benefit for OAS or CPP. As of January 1, 1974(251) pensions 
which began in 1973 were increased by 4 per cent and those commencing in 
1972 and before increased 8 per cent, the increases applying notwith- 
standing any bridge benefit. A further increase a year later(252) 
raised pensions by 8 per cent where the member retired or died while 
employed before January 1, 1974. This increase was prorated where 
retirement or death while employed occurred during the calendar year 
1974. Again on January 1, 1977(253) an 8 per cent increase was made 
where the member retired or died in employment before January 1, 1975, 
and a pro rata benefit was paid for members retiring or dying while 
employed during 1975 and 1976, based on the number of months' pension 
paid in those two years. The latest increase of 8 per cent occurred on 
January 1, 1979,(254) for members who retired or died during employment 
prior to January 1, 1977, and was prorated, based on the number of 
months of pension payment in 1977 and 1978 where the member retired or 
died while employed in that time. 


Eligibility 


An Order-in-Council in 1926(255) which extended membership to 
permanent employees up to age 45 who joined after November 1, 1923, also 
required a medical examination. The plan which came into effect on 
November 1, 1948 applied to all regular employees and all members of the 
Pension Fund and the Savings and Retirement Fund. Employees electing 
not to join received a refund of past contributions with interest at 3 
per cent compounded annually. The medical requirement was revoked 
except for employees who had previously decided not to join and subse- 
quently sought membership. An amendment to The Power Commission Act in 
1949(256) defined "employee" as someone employed by the Commission on or 
after November 1, 1947, and made provision for the protection of pension 
credits of employees of some bodies previously under the jurisdiction of 
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the Commission. In 1960(257) "continuing construction employees," 
meaning temporary employees under age 55 in the case of men and 50 in 
the case of women and employed for five consecutive years at a minimum 
of 75 per cent of normal working hours, were permitted to join, and 
monies already contributed to the Savings and Insurance Plan were trans- 
ferred to the pension plan. Service for these members was counted at 
50 per cent of the time they were contributing at 2-1/2 per cent of 
earnings (to the Savings and Insurance Plan) and 100 per cent of the 
time they were contributing at 5 per cent (to the pension plan). In 
1967(258) a regulatory change reintroduced the requirement for a medical 
examination in the case of new employees. Temporary employees who were 
members of the Office and Professional Employees International Union 
(OPEIU) became eligible to join on July 1, 1967 or one year after hire, 
whichever was later, and providing they had been employed without inter- 
ruption. In 1968(259) a legislative amendment redefined "employee" as 
someone who had contributed and had been employed on or after November 
3, 1947. Beginning in 1971(260) membership was made compulsory for 
new regular employees. An employee for whom OPEIU was the bargaining 


agent was covered after six months if employment had been substantially 
without interruption. 


Contributions 


While the original legislative authority for the plan allowed 
it to be non-contributory, in fact employee contributions have been a 
feature since inception. The record of any changes in rate between 1923 
when the plan went into effect and 1950 when regulations were first 
consolidated is blank, but we find that by 1950(261) contributions, 
made by payroll deduction, were set at 5 per cent for all employees. 
With the advent of the Canada Pension Plan in 1965, contributions were 
integrated beginning on January 1, 1966(262) and set at 3.416 per cent 
up to the YMPE and 5 per cent thereafter. In 1967(263) the percentage 
payable up to the YMPE was raised slightly to 3.4375 per cent, a level 
that remains in effect currently. 


The regulation of 1950(264) relating to the plan established 
on November 1, 1948 allowed for back payment of contributions, with 
interest at 3 per cent compounded annually in cases of re-employment 
although service benefits did not accrue for the time absent. ibe! 
1967(265) the time within which a re-employed person might elect to make 
back payments was set at a year. In 1971(266) the rate of interest on 
repayments was set at 4-1/2 per cent from the date contributions were 
withdrawn from the fund. In January 1979(267) provision was made for 
anyone who made any permissable withdrawal from the fund and who is 
rehired within one year to repay the amount withdrawn at current rates 
of interest. 


The leave of absence provisions in the original plan were qualified 


in 1926(268) so that to maintain credits during any leave over one 
month the member had to make contributions plus 5 per cent for the 
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employer portion. The 1948(269) plan provided that if the employee was 
on leave without pay no contribution could be made; if on leave with pay 
then contributions continued. However it was provided that persons on 
leave without pay who received Workmen's Compensation should have those 
payments, or any payments equivalent to earnings, count as earnings. An 
amendment by regulation in 1967(270) provided that while on leave of 
absence with pay, contributions should continue; on leave of absence 
without pay for non-medical reasons, no contributions would be made nor 
credits accrue, but back payment might be made upon termination of the 
leave. In cases of medical leave the member had the choice of making up 
contributions. In 1975,(271) following the introduction of a long-term 
disability plan, it was provided that pension benfits should accrue 
during such disability with no employee contribution required. 


The legislation of 1949(272) set the employer contributions as the 
difference between employee contributions and the cost of benefits; the 
same terms apply currently. 


Vesting and Locking-in 


Vesting as a concept was not featured in the plan until 1948. 
The original provision for a return of contributions in the 1923 plan 
was amended by Order-in-Council in 1926(273) to allow the 4 per cent 
interest to be compounded semi-annually. This amendment remained in 
force until the introduction of the new plan in November 1948. Regu- 
lations(274) then provided that employees terminating with at least 15 
years' service who were within 10 years of their normal retirement date 
could receive a deferred pension at normal retirement of the benefits 
accrued to the date of termination. Otherwise, contributions were 
returned with interest, at the rate of 3 per cent compounded annually 
on contributions to the current fund, and at 4 per cent compounded 
semi-annually on contributions to the superseded pension fund, and 3 per 
cent compounded semi-annually to the superseded retirement fund. An 
amendment to the vesting provision in 1955(275) allowed a deferred 
pension to employees with 10 years' service. The pension payable at the 
normal retirement date was 50 per cent of the accrued pension to date of 
termination plus 10 per cent of the accrued pension for each additional 
year of service in the five years immediately following the 10 years of 
service, at the rate of 1.5 per cent of earnings. Otherwise, contri- 
butions were returned with interest as outlined. 


Following the introduction of the Pension Benefits Act effective 
1965 which mandated the 45 and 10 vesting rule, the vesting provision of 


the Hydro plan for persons meeting these criteria took three forms: (276) 


a) a refund of contributions made before 1965 with credited inter- 
est, and vesting of all benefits earned after January 1, 1965; 


b) a refund of contributions made before 1965 with credited in- 
terest and a refund of 25 per cent of the commuted value of 
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credits earned after January 1, 1965, the remaining 75 per cent 
being vested; 


c) a deferred pension of 50 per cent of credits earned to January 
1, 1965 plus 10 per cent for each year of service over 10 (as 
described above) plus 100 per cent vested benefits for service 
after January 1, 1965. 


For those with more than 10 years of service but under age 45 
the options were as described in the 1955 provision - a 50 per cent 
pension plus 10 per cent for each year of service over 10 or a refund 
of contributions with credited interest. For those with less than 10 
years' service, contributions were refunded with credited interest. 
Changes effective at the beginning of 1966(277) allowed for immediate 
vesting as an option after one year of service. The provisions were: 


- for those with less than one year's service, a refund of contri- 
butions with credited interest; 


- for those with more than one year's service, a refund of contri- 
butions with credited interest or 100 per cent vested benefit; 


- for those with 10 years' service but under age 45, a refund of 
contributions with credited interest or 100 per cent vested 
benefit or 75 per cent vested benefit and a refund of 25 per 
cent of the commuted value of the pension; 


- for those with 10 years' service over age 45, 100 per cent 
vested benefit or 75 per cent vested benefit and a refund of 25 
per cent of the commuted value of the pension or a refund of 
contributions made before January 1, 1965 with credited interest 
and 75 per cent vesting of credits earned after that date and a 
refund of 25 per cent of their commuted value. 


Effective January 1, 1970(278) the interest on the current fund was 
raised to 4-1/2 per cent compounded annually (the superseded funds 
remaining at 4 per cent and 3 per cent respectively) and to 6 per cent 
compounded annually from January 1, 1979.(279) 


Portability 


While the legislative authority for the plan, in 1919, allowed mu- 
nicipal employees to be covered, no formal transferability was featured 
in the plan until 1961.(280) Effective July 1, 1961 employees with five 
years' service transferring between Ontario Hydro and any municipality 
whose pension plan allowed for reciprocal agreements could use credits 
from both plans for the eventual pension. The following year the 
provision was amended so that employees transferring to a municipality 
before January 1, 1962 (when death benefits were amended) came under the 
old provisions. Employees who transferred after December 31, 1961 and 
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died while serving the municipality have a refund of contributions plus 
interest made to their beneficiary or estate. A regulatory amendment 
effective January 1, 1966(281) provided that employees transferring 
prior to that date would be covered under the provisions in force when 
the transfer was made; those transferring after December 31, 1965 must 
have contributed to the plan for one year to qualify. In 1971(282) 
provision was made for vested members who died while serving the muni- 
cipality after July 1, 1970 to receive Ontario Hydro death benefits. 
Those vested before January 1, 1962 and who died while in the employ 
of a municipality had their service credits with the municipality to 
July 1, 1970 included for the calculation of death benefits under the 
pre-1962 conditions if a widow's or child's benefit was not payable. 


In 1973(283) Ontario Hydro was permitted to enter into reciprocal 
transfer agreements with other employers, and to date has signed three 
such agreements: the Province of Ontario (1972), the Government of 
Canada(1972); and the Province of New Brunswick(1975). The following 
qualifications apply as of the date of the agreement: 


- termination of employment with one of the employers must have 
been after the date of the agreement and re-employment must be 
within three months; 


- no refund of contributions can have been received; 
- must be eligible for membership in the new employer's plan; 


- the request for transfer must be made within six months of the 
agreement or one year of joining the new plan, whichever is 
later; 


- the first employer must then be released from any pension 
obligation. 


Retirement Age 


The normal retirement age of 65 has remained consistent for male 
employees throughout the life of the plan. For women, the age was set 
at 60 when the 1948 amendments took effect,(284) and women who were 
at least 60 years old on November 1, 1948 retired on that date. In 
1965(285) it was stipulated that the age would be raised to 65 except 
for current OHEU members. In 1967(286) women could elect normal retire- 
ment between 60 and 65. In 1971(287) it was provided that males age 63 
with 25 years' service could retire on full accrued pension. As of 
January 1, 1976(288) the age was set at 65 except for female employees 
hired before that date who could still retire at 60. 


While the original plan had allowed for early retirement when 


requested by management, the amendment of 1926(289) allowed the board to 
reduce the service requirement from 20 to 10 years in such cases. In 
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1940(290) the provision changed to allow women at age 60 with 20 years' 
Service to retire on an unreduced pension at the option of management. 
A reduced pension was available to women from age 50 with 20 years' 
service; for men the age was 55. When the 1948(291) plan came into 
effect male and female employees who were within 10 years of normal 
retirement and who had 15 years' service could retire on an actuarially 
reduced pension. Beginning in 1962(292) the reduction in pensions was 
changed from an actuarial basis to one of 2 per cent for each of the 
first five years below normal retirement and 3 per cent for each of the 
following five years, parts of years being calculated on a proportionate 
basis. The 1971(293) amendment allowing male members to retire at 63 
with 25 years' service did so on an undiscounted basis. In addition, 
vested members terminating after December 31, 1970 and subsequently 
requesting early retirement would, upon approval of the application, 
be subject to a full actuarial reduction. The 2 per cent/3 per cent 
reduction formula continued in force for employees with 15 years of 
service who were within 10 years of normal retirement. However, in 
1976(294) employees with 25 years' service could retire at age 60 with- 
out a reduction in pensions. The reduction betwen ages 55 and 59 was on 
a Sliding scale from 3 per cent at 59 to 25 per cent at age 56. 


Beginning in 1959(295) a bridging benefit to allow for pre-payment 
Of benefits equal to Old Age Security in cases of early retirement was 
available; pensions were then reduced by $55 per month from age 70 to 
campensate for the pre-payment. In 1962(296) the reduction of pensions 
increased to $65 per month to match increases in the OAS payments, 
and to $75 in 1964.(297) Beginning in 1965(298) a bridge benefit was 
allowed for Canada Pension Plan benefits as well as OAS. 


The 1948 plan provisions allowed for a postponement of retirement, 
if requested by the Commission. In such cases, no further contributions 
were required, and the pension commenced on the later retirement date. 


Survivor Benefits 


The formula for death benefits before retirement was amended by 
Order-in-Council in 1926(299) to provide for the payment of 5 per cent 
of the five-year highest average salary (or current year's salary if 
higher) multiplied by years of service plus the five-year average salary 
(or current year's if higher) to a maximum of twice the average or 
current salary. If death benefits were also available from Workmen's 
Compensation the total payment was not to exceed the maximum payment or 
one-third the amount payable under the Pension Regulations, whichever 
was greater. The 1948 plan(300) allowed for a return of contributions, 
to a beneficiary or the estate, with interest at 3 per cent. If the 
beneficiary was a spouse, child under 21, or certain other dependent 
relatives, the benefit was paid in minimum $50 instalments for 10 years, 
with interest. 
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A further amendment in 1957(301) allowed, in cases where an em- 
ployee had at least 18 years of service, a payment to a beneficiary or 
the estate of contributions plus interest and a pension of 50 per cent 
of accrued benefits for service over 18 years on a month for month basis 
for a maximum of 60 months. In 1962(302) the provision was amended to 
provide for a return of contributions with interest for members with 
less than 10 years' service, and for those with more than 10 years who 
died before normal retirement, early retirement, or disability, either: 


- 50 per cent of accrued benefits to the widow for life or until 
remarriage; or 


- 50 per cent of accrued benefits to dependent children or orphans 
until the youngest reaches age 18 if there is no widow; or 


- 50 per cent of accrued benefits to the dependent childen of 
female members until the youngest reaches age 18; or 


- a return of contributions with interest. 


The 50 per cent pension in all cases was not to be less than the 
contributions with credited interest. An amendment effective January 1, 
1966(303) extended the surviving spouse pension to disabled, dependent 
widowers of female plan members, and to children to the age of 25 if in 
school full-time. Provision was made in a 1974 amendment(304) that 
where a widow's or disabled widower's pension was terminated because 
of remarriage and the second marriage ends for reasons other than the 
death of the former recipient, the pension may be reinstated. However, 
only one survivor pension may be received fron the plan. In 1976(305) 
changes were made so that widowers no longer had to be disabled and 
dependent to draw benefits; common-law marriages were recognized. Where 
there were two surviving spouses, the member's designation of bene- 
ficiary was to prevail. Benefits continued to be 50 per cent of the 
accrued pension. In 1979(306) it was provided that a surviving spouse 
who had received a refund of contributions could, upon becoming eligible 
again for the benefit, have it reinstated by repaying the refund with 
interest. 


The Original provision from the 1923 plan, in cases of death 
after retirement, was to pay the difference between the pension pay- 
ments actually received and the amount that would have been payable had 
death occurred before retirement. This prevailed until the new plan 
in 1948(307) which provided the balance of the 60-month guarantee to 
a beneficiary, or the contingent annuitant pension if selected. In 
1957(308) it was provided that the benefit guarantee also applied to 
persons who had reached normal retirement age but had not retired. The 
1966 changes expanded the benefits for members with 10 years' service or 
those retiring after December 31, 1965 to provide either: 
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- 50 per cent of pension to a widow who married the member before 
retirement; or 


- 50 per cent of pension to a disabled dependent widower; or 


- 50 per cent of pension to dependent childen until the youngest 
reaches age 18; if in school full-time the pension was payable 
to age 25; or 


- 50 per cent of pension to any disabled childen until 25; or 


- to a beneficiary. 


The widow's pension was reduced by 2-1/2 per cent for each year the 
widow was more than 10 years younger than the member. If no survivor 
benefit was payable, the five-year guarantee applied with benefits to 
the estate. In all cases the payment must be at least the contributions 
plus credited interest. An amendment in 1967(309) provided survivor 
benefits, at the rate of 25 per cent of pension, for the widow, disabled 
widower, and children of any member who had retired before January l, 
1966 but died on or after October 1, 1967. In this case, too, the widow 
had to marry the pensioner before retirement began. In 1974(310) the 
conditions governing reinstatement of pensions terminated because of 
remarriage (as described for death benefits prior to retirement) applied 
to benefits on death after retirement, as did the 1979(311) conditions 
for repayment and reinstatement. 


Disability Benefits 


Payment of accrued benefits without actuarial reduction for persons 
with 10 years of service continued unchanged until 1940 except for the 
deletion, in 1938,(312) of the feature requiring integration of benefits 
with Workmen's Compensation. In 1940(313) the service requirement 
was increased to 15 years, but with the inception of the amended plan 
in 1948 no provision was made for disability benefits. Beginning in 
1958(314) the provision was reintroduced for persons with 10 years' 
service, who received full accrued credits to the date of disability. 
The contingent annuitant option was not available to those in receipt 
of disability pensions. With the introduction of the CPP, disability 
benefits under the Hydro plan were subject to integration where appli- 
cable.(315) In 1976(316) a long-term disability plan was introduced, 
and as a consequence the disability provisions of the pension plan 
applied only to those employees not eligible for LTD coverage, such as 
those already declared disabled before April 1, 1975 and Continuing 
Construction Employees with 10 years' service. (The LTD plan paid 60 
per cent of base earnings or 70 per cent of base earnings less CPP or 
Workmen's Compensation benefits, whichever is the lesser.) Pension 
benefits accrue during disability. 
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Fund Investments 


The authority to establish a fund, outlined in.the 1919 legis= 
lation,(317) did not set out how the monies were to be invested. Since 
regulations from the early years are missing we are without these de- 
tails. However, we know from the amendments to legislation in 1949(318) 
that two funds - pension and retirement - were established. Effective 
November 1, 1948 the two former funds were replaced by a new pension 
fund to which the monies were transferred. By regulation in 1950(319) 
it was provided that an actuarial valuation must be carried out at least 
every five years. In 1967(320) that requirement was amended to the 
current three year interval. A legislative provision in 1960(321) 
allowed monies in the fund to be invested as authorized for joint stock 
insurance companies under the Corporations Act.(322) In 1965(323) this 
provision was widened to allow investment in anything authorized by the 
Pension Benefits Act. Hydro continues to invest in the open market. 


Plan Administration 
The plan is administered by the employer. A finance committee, 
camposed of the chairman, vice-chairman, and three members of the board 


of directors and the President of Ontario Hydro are responsible for the 
overall investment policies. 
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41 to 42 SOS Sess) 
42 to 43 Dee Sad 
43 to 44 SSIS, 5.85 
44 to 45 ache) 6.0 


Order-in-Council of June 25, 1926 with effective date March 26, 


1926. 


Order-in-Council of December 15, 1938 with effective date 


November 1, 1938. 


Order-in-Council of December 28, 1939 with effective date 


January 1, 1940. 


Ontario 
Ontario 
Ontario 
Ontario 
Ontario 
Ontario 
Ontario 
Ontario 
Ontario 
Ontario 
Ontario 
Ontario 
Ontario 
Ontario 


Ontario 


Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 


Regulation, 


231750% 
80/58. 

16/62. 

345/65. 
309/67. 
PAPAIN Wes 

80/58. 

347/67. 
245/68. 
135/71. 
123/74. 
100/75. 
3157765 
694/77. 


ZID/ TI. 


235.2 


(255) 


(256) 
(257 ) 
(258) 
(259) 
(260 ) 
(261) 
(262) 
(263) 
(264) 
(265) 
(266) 
(267) 


(268) 


(269) 
(270) 
C271) 
(272)) 
G273;) 


(274) 
>) 
(276) 
C277) 
AED) 
(279) 
(280 ) 
(281) 
(282)) 
(233:) 
(284) 
(285 ) 
(286 ) 


Order-in-Council of June 257 
March 26, 1926. 


Oe. 1949) cy. 73% 

Ontario Regulation, 9/60. 
Ontario Regulation, 309/67. 
The Power Commission Act, S. 
Ontario Regulation, 22/71. 
Ontario Regulation, 231/50. 
Ontario Regulation, 345/65. 
Ontario Regulation, 309/67. 
Ontario Regulation, 231/50. 
Ontario Regulation, 309/67. 
Ontario Regulation, 22/71. 
Ontario Regulation, 219/79. 


Order-in-Counéil*of June 25, 
March 26, 1926. 


Ontario Regulation, 231/50. 
Ontario Regulation, 309/67. 


Ontario Regulation, 315/76. 


The Power Commission Act, S. 


Order—in-Council of June 25, 


March 26, 1926. 

Ontario Regulation, 231/50. 
Ontario Regulation, 218/55. 
Ontario Regulation, 33/65. 
Ontario Regulation, 309/67. 
Ontario Regulation, 22/71. 
Ontario Regulation, 219/79. 
Ontario wRegulation,. 213/601. 
Ontario Regulation, 309/67. 
Ontario Regulation, 22/71. 
Ontario Regulation, 165/73. 
Ontario Regulation, 231/50. 
Ontario Regulation, 345/65. 


Ontario Regulation, 309/67. 


1926 with effective date 


O. 1968, c. 98. 


1926 with effective date 


Oe 192 OFC. eS 


1926 with effective date 


233 


(287) 
(288) 
(289) 


(290 ) 


(29)) 
(292°) 
C293,) 
(294 ) 
(20)) 
(296 ) 
(297) 
C298) 


(299) 


(300) 
(3.015) 
(302) 
(3:03) 
(304) 
(305) 
(306) 
(3 077) 
(308) 
(309) 
(3:10) 
(3.11) 
(312) 


(31,3) 


(314) 
(315) 
(3,16) 


Csi) 


Ontario 


Ontario 


Regulation, 


Regulation, 


Order-in-Council of 


March 26, 


1926. 


Order-in-Council of 


January 
Ontario 
Ontario 
Ontario 
Ontario 
Ontario 
Ontario 
Ontario 


Ontario 


1, 1940. 

Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 


Regulation, 


Regulation, 


Order-in-Council of 


March 26, 


Ontario 
Ontario 
Ontario 
Ontario 
Ontario 
Ontario 
Ontario 
Ontario 
Ontario 
Ontario 
Ontario 


Ontario 


VI2G. 

Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 
Regulation, 


Regulation, 


22/7 Vs 
315/766 


June 25, 


December 28, 


237/206 
16/62. 
22/71. 
315/26. 
287/59. 
212762. 
9/64. 
345/65. 


June 25, 


231/50. 
80/58. 

16/62. 

309/67. 
123/74. 
315/76. 
219/79. 
231750 
80/58. 

347/67. 
123/74. 
219/79. 


1926 with effective 


1926 with effective date 


date 


Order-in-Council of 
1938. 


December 15, 1938 with effective 


November 1, 


Order-in-Council of 
1940. 


December 28, 1939 with effective 


January 1, 


Ontario Regulation, 80/58. 


Ontario Regulation, 309/67. 


Ontario Regulation, 315/76. 


The Power Commission Act, S.O. , 9 Geoge V, ce. 16. 


234 


1939 with effective date 


date 


date 


(318) 
(319) 
(320) 
(321) 
(322) 
(323) 


The Power Commission Act, S.0. ae Fe a al 
Ontario Regulation, 231/50. 
Ontario Regulation, 309/67. 
The Power Commission Act, S.O. 1960, c. 
ihe-Corporations Act, S.0. 1953, coc. 19. 


The Power Commission Act, S.O. 1965, ce 


235 


hie 


85. 


100. 


ee 


> 


